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REPORT OF THE SUBCOMMITTEE ON HOUSING ON 
THE VETERANS’ LOAN-GUARANTY PROGRAM 


INTRODUCTION 


The veterans’ loan-guaranty program was created by the Service- 
men’s Readjustment Act of 1944 and continued by the Veterans’ 
Readjustment Assistance Act of 1952, and has had a tremendous 
impact on the economy of the Nation. On January 1, 1956, the 
Veterans’ Administration had guaranteed 4,549,098 loans with an 
initial principal of more than $33 billion. The contingent liability of 
the Federal Government on these loans is approximately $18 billion. 
Administrative and benefit costs of the program are approximately 
one-half billion dollars since the beginning of the program. 

The net amount of defaults to date, for which the Federal Govern- 
ment has sustained a liability, is approximately $18 million. This 
represents less than 1 percent of the original amount of the guaranteed 
or insured loans. 

This small amount of defaults is gratifying; however, we should 
not consider that it is necessarily indicative of future experience. 
Since the beginning of the program there has been a rising real-estate 
market and there has been little or no excuse for a substantial number 
of defaults. A decline in economic conditions would no doubt have a 
serious effect on the percentage of defaults and subsequent liability of 
the Federal Government. 

When one realizes that the contingent liability of the Federal 
Government may ultimately reach $20 billion under the veterans’ 
loan-guaranty program, it becomes apparent that we must take steps 
to assure that the Federal Government is subjected to a minimum 
amount of risk in this undertaking, and that veteran homeowners, 
for whom the program was intended, receive maximum benefits. 
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RECOMMENDATIONS 


1. Sale or misuse of veterans’ entitlements to home loans 


The subcommittee has found illegal use or misuse of a veteran’s 
entitlement to a Veterans’ Administration guaranteed loan to be 
extensive in many sections of the United States and believes that the 
problem is so serious as to require corrective legislative and admin- 
istrative action. The subcommittee recommends immediate enact- 
ment of legislation which will clearly define the circumstances under 
which a veteran may use his entitlement for a guaranteed loan and 
recommends that the Administrator of Veterans’ Affairs intensify a 
system of periodic checks to assure that the loan-guaranty program 
. oe being abused by veterans, real-estate operators, builders, and 
enders. 


2. Poor construction and violation of Veterans’ Administration minimum 
property requirements 


The subcommittee has investigated many serious subdivision 
failures and found that in almost every instance these are directly 
attributable to inadequate and faulty inspections by the Veterans’ 
Administration. It is concluded that supervision from central 
office to the regional office is inadequate. The subcommittee has 
found that fee appraisers and inspectors receive very little super- 
vision from Veterans’ Administration regional office personnel, despite 


the existence of a regulation which requires that 10 percent of the work 
of fee personnel be supervised by salaried Veterans’ Administration 
employees. Veterans’ Administration officials have testified that 
the problem ne the Veterans’ Administration is not a shortage 


of personnel and travel funds; therefore, the solution of this problem 
must lie in more effective administration and supervision by the 
Veterans’ Administration central office, and regional offices. 

Immediate attention should be given by the Administrator of 
Veterans’ Affairs and the Civil Service Commission to a complete 
study of the civil-service classifications and grades of Veterans’ Ad- 
ministration loan-guaranty personnel to the end that adequate grades 
will be assigned commensurate with the tremendous responsibilities 
of this group of employees. 
3. Veterans’ Administration personnel problems 

There continue to be serious personnel irregularities among some 
Veterans’ Administration loan-guaranty personnel, particularly in 
areas of intense building activity. The loan-guaranty program is 
extremely sensitive and there is great temptation for builders and 
lenders to attempt to influence the decisions of Veterans’ Administra- 
tion personnel by offering various inducements. It has been noted 
that although the Investigation Service of the Veterans’ Administra- 
tion is usually vigorous in carrying out investigations assigned to them 
involving personnel irregularities, the action taken by administrative 
personnel of the Veterans’ Administration in dealing with serious 
personnel irregularities is often indecisive and ineffective. The sub- 
committee feels that loan guaranty activities should have departmental 
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status and report direct to the Administrator in order to fix responsi- 
bility in this important program. The Administrator of Veterans’ 
Affairs should recognize the extraordinary problems which confront 
personnel of the Loan Guaranty Division ted should conduct periodic 
checks aimed toward disclosure of private interests and activities on 
the part of loan-guaranty personnel which conflict with the interests of 
the program. 


4. Conflicts of interest involving Veterans’ Administration fee personnel 


The subcommittee has received many complaints concerning a con- 
flict between the outside interests of Veterans’ Administration fee 
inspectors and appraisers and their VA activities. The Veterans’ 
Administration has no standards concerning conflicts of interest for 
these personnel. Such standards should be developed immediately 
and placed in the hands of all personnel concerned. 


5. Action by the Justice Department on loan-gquaranty cases referred by 
the Veterans’ Administration 


Action by the Justice Department on loan-guaranty cases referred 
by the Veterans’ Administration has been inadequate, particularly 
with regard to illegal use of entitlements and overcharges on homes 
sold to veterans. It is recommended that the General Counsel of 
the Veterans’ Administration prepare a summary of cases referred 
to the Justice Department, together with action taken by United 
States attorneys, and consult with the Attorney General with a view 
toward establishing a closer liaison and more effective program aimed 
at combating irregularities in the Veterans’ Administration loan- 
guaranty program. 


6. Suspension of builders and lenders 


The Veterans’ Administration should establish a better cooperative 
arrangement with the Federal Housing Administration for exchange 
of information concerning the qualifications and activities of question- 
able builders and lenders. Central office of the Veterans’ Adminis- 
tration should take immediate steps to assure that certain of its 
regional offices which have a high record of complaints take more 
vigorous action in suspending questionable builders and lenders. No 
reason has been given for ai erences in regional office practice on 
suspension, and good administration would appear to require uni- 
formity on this procedure. 


7. Veterans’ Administration regional office procedures relating to fore- 
closures on defaulted properties 


Veterans’ Administration central office should immediately instigate 
a check of those regional offices which have consistently experienced 
high losses on defaulted properties and require an improvement in the 
administrative procedures and policies which are resulting in high 
losses to veteran purchasers. 


8. Credit controls 


About 6 months ago, the Administration imposed a downpayment 
requirement and shortened the period of the mortgage term for 
Veterans’ Administration guaranteed loans. During the last few 
weeks, the restriction on the length of the mortgage period has been 
removed; however, the downpayment requirement has been con- 
tinued. The subcommittee questions the policy of imposing controls 
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on downpayments on veteran housing when other segments of the 
economy go uncontrolled. 


9. Discounts 


The practice of discounting Veterans’ Administration guaranteed 
mortgage paper is widespread throughout the United States and has 
grown to such proportions that it is defeating the purpose and intent 
of the veteran loan-guaranty program. It is recommended that the 
Committee on Veterans’ Affairs consider legislation which would either 
outlaw or regulate discounts and, if this is not found to be practical, the 
committee should consider a source of mortgage financing for homes in 
areas where high discounts are obtained either by direct appropria- 
tions through the direct-loan program or through use of a portion of 
the reserve funds of the Veterans’ Administration insurance programs. 
10. Direct-loan program 

The attempt by the Veterans’ Administration to cooperate with 
the voluntary home mortgage credit program is serving to deprive 
many veterans ofaloan. The Veterans’ Administration should revise 
its procedures requiring the payment of a discount or an excessive 
downpayment and should seek to shorten the period of delay resulting 
from the attempt to cooperate with the voluntary home mortgage 
credit program. The Veterans’ Administration should take immediate 
steps to preclude the possibility of a repetition of its experience last 
fiscal year which resulted in a failure to use $6 million of funds 
appropriated for direct loans when a large waiting list existed. 


11. Reinstatement of veteran’s entitlement due to loss by public con- 
demnation or natural hazards 

The Veterans’ Administration loan-guaranty program for World 
War II veterans is scheduled to expire July 25, 1957. After that 
date, no procedure will exist for the Administrator of Veterans’ 
Affairs to restore entitlement to veterans who lose their homes as 
a result of public-condemnation procedures or as a result of natural 
hazards. Legislation should be enacted which would permit the 
Administrator to restore entitlement to a guaranteed loan in such 
cases through the period January 31, 1965, the date of expiration 
for the loan-guaranty program for Korean veterans. 


12. Adjustment of appraisal procedures 


The practice followed by the Administrator of Veterans’ Affairs in, 
establishing reasonable values on properties on which the Adminis- 
trator expects to guarantee a loan is not in keeping with the actual 
wording of the law. This has resulted in many lenders withdrawing 
from the program because they feel that if they participate in the 
program, guaranties on loans would be subject to question. An 
amendment to the act is needed to assure that the practices of the 
Veterans’ Administration are consistent with the wording of the law. 


13. Waiver of liability on the part of a veteran for losses resulting from 
a default on the part of a second purchaser 
Under present regulations, a veteran who transfers his loan to a 
second party continues to be liable to the Administrator for any loss 
that may occur as a result of default on that loan. No procedure 
exists whereby the second party assuming the loan may be held liable 
by the Administrator for losses resulting from his default. Legislation 
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should be enacted to provide a procedure for approval of the second 
purchaser and transfer of liability for losses growing out of defaults 
on the part of the second party. The subcommittee feels that if the 
second party is to enjoy the benefits of a Veterans’ Administration 
guaranteed ua he should also accept liability for his own default. 


14. Expiration of World War II loan guaranty program, 

With expiration of the World War IT loan guaranty program sched- 
uled for July 25, 1957, and with millions of World War II veterans 
still without homes, the committee must face the question of future 
policy in this field, and resolve it. A determination must be made to 
extend existing benefits, to set up a new “peacetime veterans’ housing 
program,” or to permit expiration of the present program. The 
presence of serious national problems which might accompany expira- 
tion cannot be questioned, but the alternatives also involve enlarged 
Federal liabilities and continued activity at considerable expense. 


Score or INVESTIGATION BY SUBCOMMITTEE ON HovusING 


The Housing Subcommittee of the Committee on Veterans’ Affairs 
conducted an investigation and study of the loan-guaranty program 
as follows: 

1, Field investigations and public hearings. 

2. Review of investigations conducted by the Investigation Service 
of the Veterans’ Administration and other Federal agencies. 

3. Review of statements and recommendations by organizations 
and associations interested in the loan-guaranty program. 

4. Review of Veterans’ Administration regulations and directives 
pertaining to the loan-guaranty program. 

5. A review of individual complaints brought to the attention of 
the committee directly by the veteran or referred to the committee 
through other Members of Congress. 

6. Cemaliation and review of information and data by the com- 
mittee from the files of all of the Veterans’ Administration regional 
offices throughout the United States. 

The subcommittee held hearings in Washington, D. C.; Los Angeles, 
Redding, and Merced, Calif. Field investigations were conducted in 
Mobile, Ala., and Laurel, Miss. 

The subcommittee undertook a study and compiled data on the 
most recent 5,604 cases in default throughout the United States. 

The committee staff has reviewed individual problems submitted to 
the committee by hundreds of veterans who own homes throughout 
the United States. Many of these cases have been explored with the 
VA in an effort to secure corrective action in behalf of the veteran 
homeowners. 
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SALE OR MISUSE OF VETERANS’ ENTITLEMENT 


The Servicemen’s Readjustment Act of 1944, as amended, provides 
that the Veterans’ Administration will guarantee or insure a loan for a 
qualified veteran for the purchase or construction of a dwelling “to be 
occupied as his home.” Section 501 of Public Law 346 of the 78th 
Congress is as follows: 

Any loan made to a veteran under this title, the proceeds of which are to be 
used for purchasing residential property or constructing a dwelling to be occupied 


as his home or for the purpose of making repairs, alterations, or improvements on 
properties owned by him and occupied as his home, is automatically guaranteed. 


‘TO BE OCCUPIED AS HIS HOME”’ 


Particular reference is made to the statement in the law that these 
properties are to be occupied by the veteran as his home. In keeping 
with this provision, the veteran is required to execute an application 
form, form 4—1802, for a guaranteed loan and form 4—6921 for a direct 
loan. The forms require the veteran to state ‘Purpose of loan’”’ and 
instructions on the form state that the purchase, construction, repair, 
alteration, or improvement of the residential property is to be on a 
home to be owned and occupied by the veteran. When the veteran 
executes this form he has certified to the Veterans’ Administration 
that the loan is for the purchase of a home that he intends to occupy. 
Therefore, if the veteran or any other person obtains or conspires to 
obtain a guaranteed or insured loan from the Veterans’ Administra- 
tion on a home that the veteran does not intend to occupy as his home, 
he is guilty of making a false statement to an agency of the Govern- 
ment, and is guilty of a criminal act, punishable under section 1001 
of title 18 of the United States Code which reads as follows: 


CRIMINAL CODE 


Whoever, in any matter within the jurisdiction of any department or agency 
of the United States knowingly and willfully falsifies, conceals, or covers up by 
any trick, scheme, or device a material fact, or makes any false, fictitious, or 
fraudulent statements or representations, or makes or uses any false writing or 
document knowing the same to contain any false, fictitious, or fraudulent state- 
ment or entry, shall be fined not more than $10,000 or imprisoned not more than 
5 years, or both. 


ADMINISTRATOR'S REQUEST FOR LIMITED SURVEY 


The Investigation Service of the Veterans’ Administration made a 
detailed investigation of alleged sale and misuse of veterans’ entitle- 
ment in the Lubbock, Tex., regional office area. The results of the 
investigation showed that there had been numerous cases in which 
there had been a misuse of the veterans’ entitlement. As a result, the 
Administrator, in September of 1953, directed the following regional 
offices to make a survey as to the possible misuse of or irregularities 
in use of veterans’ entitlement in their areas: 

New York City Philadelphia Houston 
Los Angeles Detroit Cincinnati 
San Francisco San Antonio Miami 
Newark Cleveland Chicago 
Baltimore St. Paul Dallas 
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The letter sent to the above offices, requesting that the survey be 
made, reads as follows: 


LETTER REQUESTING FIRST SURVEY 


DEPARTMENT OF VETERANS’ BENEFITS, 
VETERANS’ ADMINISTRATION, 
Washington 25, D. C., September 14, 1958 

Personal and confidential (send only to the following regional! offices) 

To: Manager, VA regional office, New York City, Los Angeles, San Francisco, 
Newark, Baltimore, Philadelphia, Detroit, San Antonio, Cleveland, St. Paul, 
Houston, Cincinnati, Miami, Chicago, and Dallas. 

Subject: Request for survey of committee appraisal cases against land or title 
records. 


1. Recently an investigation in a regional office disclosed a number of trans- 
actions involving builders, lenders, and veterans wherein it appears that the 
veterans’ entitlement had been “‘sold,”’ i. e., the veterans had contracted to purchase 
the dwelling units with assistance afforded by VA guaranteed loans apparently 
without any intention of occupying such units as hemes and, concurrently with 
or shortly after closing the loans, had conveyed the properties to third parties 
who had assumed the obligations. Most of the irregularities disclosed have been 
charged to particular builders and lenders who had processed their cases to VA 
under the committee appraisal procedure. 

2. The extent of the recent udseaves raises a question as to the possibility 
of the same pattern of irregularities existing in other regions. Accordingly, 
unless paragraph 3 below is applicable, it is requested that you immediately cause 
a survey to be made in accordance with the following specifications: 

a) The loan guaranty officer will be expected to make available such 
records, files, and other data as will be necessary to the fulfillment of the 
purposes of the survey in the judgment of the chief attorney, who should 
conduct it for you. 

(b) The survey should be restricted to loans on residential dwellings not 
reviously occupied which have been approved, guaranteed, or insured since 
anuary 1, 1953, and, further, it should involve only such loans as relate to 

properties appraised under the committee appraisal procedure. 

(c) To the extent consistent with the immediate purpose, and in the interest 
of concluding the survey as economically as possible, you may select projects 
in the metropolitan area or county in which your office is located and in the 
contiguous counties. However, you are not precluded from selecting projects 
remotely situated from the regional office. Central office does not propose 
to lay down specific rules governing the number or characteristics of the 
projects which should be selected as the objects of the present survey. The 
determinations in this regard should be made locally as though the regional 
office were undertaking such survey independently of central office, particu- 
larly since from this distance conclusive factual data is not available which 
would disclose the extent or location of the activities of the types of lenders 
and builders which are most likely to be involved in such transactions. As 
a further general guide, it would seem that the prevalence of any similar 
pattern of irregularities would be in all likelihood in areas where there has 

een substantial population growth or residential development on account of 
new industries or expansion of industrial activity particularly on account of 
the defense programs. 

(d) Within each project selected for the survey you should make a random 
sampling of loans approved, guaranteed, or insured in relation to the proper- 
ties therein. For present purposes, such sampling should consist of 10 per- 
cent of the loans in each project selected which consists of up to and including 
1,000 residential units; in each selected project of more than 1,000 units a 
sampling of 5 percent will suffice. The identity of the properties and the 
cases may up each sample should be ascertainable from the geographical 
index in the Loan Guaranty Division. Similarly, the identity of the veterans 


involved will be obtainable from either the same index or the general docket 
files in that Division. In listing cases in each sample, the date of final pay- 
out of the loan as shown on VA Forms 4—-1820 or 4—-1876 should be recorded. 

(e) Each case selected should be checked against the title or land reeords 
in the proper public recorder’s office to ascertain if the veteran conveyed the 
property to another party either before full actual pay-out or within 90 days 
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after the date of such pay-out. You need not take notice of conveyances by 
veterans after the lapse of 90 days following full actual pay-out, unless, of 
course, a pattern is disclosed indicating transfers after that date. For the 
purpose of this letter, the ratio of the number of cases noted wherein the 
veterans have conveyed their properties to the aggregate case sample will 
be considered as the area of possible irregularity. 

(f) You should send a report of the area of possible irregularity to this 
office as promptly as possible, stating thereia the number of projects surveyed 
and the aggregate case sample. Thereafter, such further inquiry should be 
made into each case noted as is warranted by the facts and appropriate 
action should be instituted against the builders, lenders, or veterans. 

3. It is recognized that irregularities such as described above may not be novel 
to some regional offices. Those regional offices where a system has been employed 
regularly to detect such irregularities or where the safeguards utilized, in the light 
of experience, have afforded adequate protection against such irregularities need 
not make the above-described survey. In such an event, an appropriate report 
should be sent to this office. 

4. It is to be understood that any survey made pursuant to paragraph 2, above, 
will be conducted within existing fiscal limitations. It is desired that information 
contained in this letter and any information to be transmitted to this office pursu- 
ant hereto be treated as confidential. 

5. No reports control symbol is required. 

Epwarp E. Opom, 
Acting Deputy Administrator. 


LIMITED SURVEY REQUESTED 


It will be noted that in the projects selected for review, the regional 
offices were requested to make a survey of 10 percent of the cases in 
projects which consisted of up to 1,000 residential units and 5 percent 
of the loans in projects consisting of more than 1,000 units. In any 
event the regional offices were requested to review at least 10 percent 
of all the project cases in their area. 


EXPLANATION OF TERM “PROJECT CASES” 


A word of explanation should made at this point with reference to 
“‘project cases.’”’ The regional offices receive three types of requests 
for appraisal. They are— 

Request for appraisal of the proposed construction of an 
individual home. 

Request for appraisal of an individual existing home that has 
been previously occupied. 

Request for appraisal of a project case such as a subdivision 
including 5 or more homes. 

Requests on project cases can include not less than 5 homes and 
have included as high as 7,000 homes. However, these units are all 
classified as individual cases when a loan is closed, in the name of 
a veteran purchaser. 


RESULTS OF FIRST SURVEY 


The following is a summary of the survey made by the regional 
offices selected, showing the number of transfers noted. The total 
number of loans closed by that office at the time of the survey has 
been added by the committee staff. 
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SPOT CHECK MADE FOR SALE OF ENTITLEMENT OR MISUSE OF VETERANS 
BENEFITS IN THE FALL OF 1953 


Los Angeles, Calif. 
Number of cases checked: 30 tracts, 10 percent of cases in each 
tract (out of 180 tracts). 
Cases transferred: 10. 
Total number of loans: 223,120. 
Miami, Fla. 
Number of cases checked: 102. 
Cases transferred: 3. 
Total number of loans: 33,677. 
Chicago, Ill. 
Number of cases checked: Spot checked four counties. 
Cases transferred: None. 
Total number of loans: 124,570. 
Baltimore, Md. 
Number of cases checked. 60 projects, 10 percent of each project. 
Cases transferred: None. 
Total number of loans: 49,659. 
Detroit, Mich. 
Number of cases checked: 172. 
Cases transferred: 2. 
Total number of loans: 132,884. 
St. Paul, Minn. 
Number of cases checked: 404. 
Cases transferred: None. 
Total number of loans: 59,838. 
Newark, N. J. 


Number of cases checked: 173. 
Cases transferred: None. 
Total number of loans: 154,673. 


New York, N. Y. 


Number of cases checked: 210. 
Cases transferred: 3. 
Total number of loans: 190,004. 


Cincinnati, Ohio 

Number of-cases checked: Two projects in each of the three largest 
counties. 

Cases transferred: None. 

Total number of loans: 58,910 
Cleveland, Ohio 


Number of cases checked: Spot checked several counties, 
Cases transferred: None. 
Total number of loans: 105,692. 
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Philadelphia, Pa. 
Number of cases checked: 176. 
Cases transferred: 3. 
Total number of loans: 119/931. 
Houston, Tex. 
Number of cases checked: 1,500. 
Cases transferred: 100, many with irregularities. 
Total number of loans: 58,802. 
Dallas, Tez. 
Number of cases checked: 156. 
Cases transferred: None. 
Total number of loans: 53,720. 
San Antonio, Tez. 
Number of cases checked: Projects in four cities. 
Cases transferred: None. 
Total number of loans: 34,181. 


PERIOD OF TRANSFERS LIMITED TO 90 DAYS 


The Administrator requested that the survey take notice of con- 
veyances by veterans within 90 days from the date of the closing of 
the loan and that no notice be taken of transfers after this 90-day 
period. 


TOKEN SURVEYS MADE 


Attention is invited to the relatively few cases checked by some 
regional offices in comparison with the total number of loans that the 
office had closed at the time of the survey. For example: 

Miami regional office 

Closed 33,677 loans, checked only 102 loans. 
Chicago regional office 

Spot checked 4 counties in the State and reported that they found 
no transfers out of 124,570 loans closed. 
Baltimore regional office 


Spot checked 10 percent of 60 projects and found no transfers. At 
this time they had 49,659 loans closed. 


Detroit regional office 
Spot checked 172 loans out of a total of 132,884 loans. 
Newark regional office 
Spot checked only 173 loans out of 154,673 loans, and they, like 
Chicago and Baltimore, reported that they found no transfers. 
New York City regional office 
Spot checked 210 loans out of 190,004. 
Cincinnati regional office 
Reported they found no transfers out of 58,910 loans closed. 
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Houston regional office 


Checked 15,000 loans out of 58,802 loans and found 100 transfers, 
many with irregularities. 


Cleveland regional office 
Reported they found no transfers out 105,692 loans closed. 
Dallas regional office 


_Checked only 156 loans out of 53,720 and they like several other 
cities reported no transfers. 


ADMINISTRATOR'S REQUEST FOR SECOND SURVEY 


Apparently the Administrator became somewhat concerned about 
the possible misuse of veterans’ entitlement, upon review of the first 
survey, because on February 1, 1954, the following letter was sent to 
all of the regional offices requesting that a second survey be made. 
This second survey included all of the regional offices and requested 
the offices making the first survey to comply with the request for the 
second survey. 


LETTER REQUESTING SECOND SURVEY 


VETERANS’ ADMINISTRATION, 
Washington 26, D. C., February 1, 1954. 
Personal and confidential. 
To: Managers, All VA Regional Offices (except Manila), Veterans Benefits 
Office, District of Columbia. 
Subject: Request for spot check of committee appraisals against abstract and/or 
title records. 


1. A primary responsibility of the VA in connection with the guaranty of home 
loans is to protect the interest of the veteran by making certain that the use of 
his guaranty entitlement is proper in all respects. Some veterans have been 
induced to misuse their entitlement by selling it, executing notes and mortgages, 
never intending to occupy the property, and reconveying it to the original seller 
simultaneously with the closing of the loan or shortly thereafter. In some cases, 
spurious credit reports were resorted to in establishing the credit of the veteran. 

2. It is requested that you immediately cause a comprehensive spot check to 
be made of a representative number of committee appraisals against the abstract 
and/or title records to determine whether they indicate the existence of a pattern 
similar to that discussed above. Particular attention should be paid to the date 
of conveyance to the veteran and the date of his conveyance to the nonveteran, 
thus indicating a more or less simultaneous transaction by the veteran. This 
can often be detected by the date of the jurat where filing of the transfer of title 
from the veteran has been held up for a period of time. The result of the spot 
check with your comments and recommendations should be forwarded to this 
office (personal and confidential). No reports control symbol is required. 

3. Certain regional offices recently completed a survey of committee appraisal 
cases based on instruction from this office using a lower rate of sampling than 
contemplated by this letter. Where applicable, the results of these prior surveys 
may be used in completing the spot check called for herein. 

4. To guard against the possibility of false credit reports, loan examiners 
should carefully examine all such reports and periodically spot check them by 
contacting credit reporting agencies to confirm their validity. 

5. It is desired that information contained in this letter be treated as confi- 
dential in order to avoid any undue publicity. 


Raupx H. Srone, 
Deputy Administrator. 
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RESULTS OF SECOND SURVEY 


In response to the foregoing letter, the regional offices made reports, 
which are summarized as follows (figures on total loans made have 
been added by the committee staff) : 


Montgomery, Ala. 

Number of cases checked: Substantial sample of committee ap- 
praisals. 

Cases transferred: None. 

Total number of loans: 39,700. 


Phoenix, Ariz. 
Number of cases checked: 302. 
Cases transferred: 64. 
Total number of loans: 11,480. 


Little Rock, Ark. 


Number of cases checked: 218. 
Cases transferred: 10. 
Total number of loans: 17,813. 


Los Angeles, Calif. 


Number of cases — =a 
Cases transferred: 
Total number of bees 230, 200." 


San Diego, Calif. 
Number of cases checked: 1,275. 
Cases transferred: 70. 
Total number of loans: 19,402. 
San Francisco, Calif. 


Number of cases checked: 891. 
Cases transferred: 30. 
Total number of loans: 163,131. 


Denver, Colo. 


Number of cases checked: 375. 

Cases transferred: 11. 

Total number of loans: 32,144. 
Wilmington, Del. 

Number of cases checked: “A spot check has been made, and the 
investigation shows that all titles to the properties are in the names of 


the veterans ae the original purchase.”’ 
Total number of loans: 12,234. 


Hartford, Conn. 


Number of cases checked: 147. 
Cases transferred: None. 
Total number of loans: 51,145. 


Miami, Fla. 
Number of cases checked: 169. 


Cases transferred: 4. 
Total number of loans: 34,998. 
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District of Columbia 
Number of cases checked: 600. 
Cases transferred: 36. 
Total number of loans: 54,468. 
Si. Petersburg, Fla. 
Number of cases checked: 654. 
Cases transferred: None. 
Total number of loans: 39,081. 
Atlanta, Ga. 


No report. 


Honolulu, Hawaii 

Number of cases checked: 300. 

Cases transferred: None. 

Total number of loans: 4,030. 
Boise, Idaho 

Number of cases checked: 205. 

Cases transferred: 43. 

Total number of loans: 8,875. 
Chicago, Ill. 

Number of ceases checked: 295. 

Cases transferred: None. 

Total number of loans: 133,587. 
Indianapolis, Ind. 

Number of cases checked: “A number of representative projects.”’ 

Cases transferred: “‘No transfers.’’ 

Total number of loans: 67,595 
Des Moines, Iowa 

Number of cases checked: 81. 

Cases transferred: None. 

Total number of loans: 40,512. 
Wichita, Kans. 

Number of cases checked: 150. 

Cases transferred: 8. 

Total number of loans: 32,068. 
Louisville, Ky. 

Number of cases checked: 165. 

Cases transferred: None. 

Total number of loans: 24,336. 
New Orleans, La. 

Number of cases checked: 807. 

Cases transferred: 16. 

Total number of loans: 26,990. 
Shreveport, La. 


Number of cases checked: 10 percent in each project, 
Cases transferred: None. 
‘Total number of loans: 11,758. 
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Togus, Maine 

Number of cases checked: 3 projects (only 3 in area). 

Cases transferred: None. 

Total number of loans: 15,261. 
Baltimore, Md. 

Number of cases checked: 37 projects and 25 percent in each 
project. 

Cases transferred: None. 

Total number of loans: 54,346. 
Boston, Mass. 

Number of cases checked: 185. 

Cases transferred: 2. 

Total number of loans: 165,974. 
Detroit, Mich. 

Number of cases checked: 794. 

Cases transferred: 11. 

Total number of loans: 136,694. 
St. Paul, Minn. 

Number of cases checked: 292. 

Cases transferred: 57. 

Total number of loans: 63,364. 


Jackson, Miss. 
Number of cases checked: 639. 
Cases transferred: 12. 


Total number of loans: 17,625. 


Kansas City, Mo. 
Number of cases checked: 144. 
Cases transferred: 18. 
Total number of loans: 41,688. 


St. Louis, Mo. 
Number of cases checked: 227. 
Cases transferred: 7. 
rT ‘ ‘ 
Total number of loans: 30,643. 
Fort Harrison, Mont. 


Number of cases checked: 4 towns. 
Cases transferred: 10 percent. 
Total number of loans: 6,033. 


Lincoln, Nebr. 


Number of cases checked: 40 cases out of 110 committee cases. 
Cases transferred: None. 
Total number of loans: 16,978. 


Reno, Nev. 
Number of cases checked: Representative number. 


Cases transferred: None. 
Total number of loans: 2,003. 
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Manchester, N. H. 
Number of cases checked: 57. 
Cases transferred: None. 
Total number of loans: 18,503. 


Newark, N. J. 
Number of cases checked: 173. 


Cases transferred: None. 
Total number of loans: 158,807. 


Albuquerque, N. Mex. 
Number of cases checked: 1,244. 
Cases transferred: 15. 
Total number of loans: 14,542. 


Albany, N. Y. 
Number of cases checked: 178. 
Cases transferred: None. 
Total number of loans: 35,670. 


Buffalo, N. Y. 
Number of cases checked: 485. 


Cases transferred: 2. 
Total number of loans: 71, 695. 


New York, N. Y. 
Number of cases checked: 259](in™136 projects). 
Cases transferred: 2. 
Total number of loans: 200,686. 


Syracuse, N. Y. 
Number of cases checked: ‘Comprehensive spot check in projects.” 
Cases transferred: None. 
Total number of loans: 42,241. 
Winston-Salem, N. C. 
Number of cases checked :7218. 
Cases transferred: 5. 
Total number of loans: 41,670. 
Fargo, N. Dak. 
Number of cases checked: 31. 
Cases transferred: 1. 
Total number of loans: 5,912. 
Cincinnati, Ohio 
Number of cases checked: 130 (out of 352 projects). 


Cases transferred: 2. 

Total number of loans: 59,968. 
Cleveland, Ohio 

Number of cases checked: 314. 

Cases transferred: None. 

Total number of loans: 108,281. 
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Muskogee, Okla. 

Number of cases checked: “Spot checked a representative number 
of projects.” 

Cases transferred: 2 percent. 

Total number of loans: 19,861. 


Oklahoma City, Okla. 

Number of cases checked: 1,450. 

Cases transferred: 292. 

Total number of loans: 51,042. 
Portland, Oreg. 

Number of cases checked: 19 committee appraisals in 11 subdivisions. 

Cases transferred: 1. 

Total number of loans: 18,774. 
Philadelphia, Pa. 

Number of cases checked: 1,259. 

Cases transferred: 15. 

Total number of loans: 125,231. 


Pittsburgh, Pa. 
Number of cases checked: 667. 
Cases transferred: None. 
Total number of loans: 87,594. 
San Juan, P. R. 
Number of cases checked: 381. 
Cases transferred: 12. 
Total number of loans: 3,927. 
Providence, R. I. 


Number of cases checked: 20. 
Cases transferred: None. 
Total number of loans: 26,139. 


Columbia, S. C. 


Number of cases checked: 126. 
Cases transferred: ‘“‘Few transfers.’’ 
Total number of loans: 25,503. 


Sioux Falls, S. Dak. 
Number of cases checked: 16. 
Cases transferred: 5. 
Total number of loans: 5,350. 
Nashville, Tenn. 
Number of eases checked: 1,268. 
Cases transferred: None. 
Total number of loans: 57,835. 


Dallas, Tex. 


Number of cases checked: 20 percent of cases in projects, 
Cases transferred: None. 
Total number of loans: 55,229. 
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Houston, Tex. 
Number of cases checked: 10,000. 
Cases transferred: 183 alleged violations. 
Total number of loans: 60,402. 
Lubbock, Tex. 
Number of cases checked: 199. 
Coeses transferred: 18. 
Total number of loans: 31,432. 
San Antonio, Tez. 
No report. 
Waco, Tez. 


Number of cases checked: 172. 
Cases transferred: 23. 
Total number of loans: 16,051. 


Salt Lake City, Utah 

Number of cases checked: “Spot check of between 12 percent and 
45 percent” (of committee cases). 

ases transferred: None. 

Total number of loans: 12,408. 
White River Junction, Vt. 

Number of cases checked: “Spot check.” 

Cases transferred: None. 

Total number of loans: 8,605. 
Roanoke, Va. 


Number of cases checked: 200. 
Cases transferred: 6 percent. 
Total number of loans: 43,219. 


Seattle, Wash. 


Number of cases checked: 145. 

Cases transferred: 9. 

Total number of loans: 73,923. 
Hintington, W. Va. 

Number of cases checked: 66. 

Cases transferred: 19. 

Total number of loans: 16,204. 
Milwaukee, Wis. 

Number of cases checked: 77. 

Cases transferred: 10. 

Total number of loans: 47,799. 
Cheyenne, Wyo. 


Number of cases checked: 10 percent of cases in projects. 
Cases transferred: None. 
Total number of loans: 4,638. 





18 VETERANS LOAN GUARANTY PROGRAM 


TOKEN SURVEYS AGAIN MADE 


The reports on the results of the second survey indicate that many 
of the regional offices did very little checking of their areas for quick 
transfers which might indicate the illegal use of a veteran’s entitle- 
ment. _However, the Houston regional office again made a thorough 
check similar to the one they made in the first survey, and Oklahoma 
City regional office, which was included in the second survey, also 
made a comprehensive check. 


CONCLUSION BY OKLAHOMA CITY REGIONAL OFFICE 


The conclusions by the Oklahoma City office on its survey are as 
follows: 

In that 20 percent of the loans, the veterans guaranteed no longer have title 
to the property. 

In about 4 percent of the loans there is evidence that the veterans never occu- 
pied the loan property as no electric meter was ever installed in his name. 

In many other cases where electric meters have been installed in the veteran’s 
name, there appears to be evidence of misuse of entitlements by the veterans. 

It will be noted that the Oklahoma City office checked 1,450 loans 
and found quick transfers in 292 cases and the Houston regional office 
checked 10,000 loans and found 183 quick transfers. 


NO TRANSFERS FOUND 


Some of the regional offices reported that no transfers were found 
in the regional area within the time prescribed. It is considered 
highly improbable that there is any area where there are no transfers 
by veterans within 90 days from the date of purchase, 


NEED FOR PERIODICAL CHECK 


In view of the foregoing, the subcommittee is of the opinion that 
the Administrator should institute a program of periodical spot checks 
of loans, particularly in larger metropolitan areas, of quick transfers 
of properties. A detailed explanation as to how the survey should be 
conducted should be given to the regional offices. The committee 
has found the most effective method of checking for quick transfers 
is a review of the applications for utility service rather than the 
recorder’s office for transfer of deeds. With the Joan-guaranty pro- 
gram scheduled to expire for World War II veterans on July 25, 
1957, a constant check must be conducted if a last-minute flourish 
of the misuse of veterans’ entitlement before the expiration date is 
to be prevented. 


IRREGULARITIES IN EL PASO, TEX. 


The Investigation Service of the Veterans’ Administration conducted 
an intensive investigation of alleged irregularities on the part of certain 
persons participating in the loan-guaranty program in El] Paso, Tex., 
and the committee, upon reviewing the report, conducted hearings on 
July 20 and 21, 1955, in Washington, D. C. 
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DELAY IN ACTION TAKEN 


The investigation was conducted by the Veterans’ Administration 
in 1954 and was completed some time during the middle of that year. 
This matter was referred to the United States attorney's office for 
further investigation and action; however, DeWitt & Rearick, the 
real-estate operators, subject of the investigation, were not suspended 
until October of 1955. 


COMMITTEE HEARINGS 


The hearings held by the committee dealt with the activities of 
Messrs. Patrick DeWitt, Harry O. Rearick, doing business as DeWitt 
& Rearick, and Mr. A. B. Swain, a former Veterans’ Administration 
fee appraiser and fee inspector. 

Following the hearings, the Subcommittee on Housing made the 
following recommendations: 


SUBCOMMITTEE RECOMMENDATIONS 


REPORT OF THE SUBCOMMITTEE ON Hovustne, CommMItree ON VETERANS’ AFFAIRS, 
with REFERENCE TO ILLEGAL Use or VETERAN ENTITLEMENTS IN TAE EL 
Paso, Tex., AREA, AND QUESTIONABLE ACTIVITIES ON THE Part oF a VA Free 
ComMPLIANCE APPRAISER 

JuLy 22, 1955. 


The hearings of the Subcommittee on Housing are a per of a general inquiry 
be conducted by the subcommittee into illegal use of veterans’ entitement to 
a VA guaranteed home loan and irregular practices on the part of Veterans’ 
Administration fee compliance inspectors and appraisers. 

Section 501, Public Law 346, is as follows: 

“Sec. 501 (38 U. 8. C. 694a). (a) Any loan made to a veteran under this title, 
the proceeds of which are to be used for purchasing residential property or con- 
structing a dwelling to be occupied as his home or for the purpose of making 
repairs, alterations, or improvements in property owned by him and occupied as 
his home, is automatically guaranteed if made pursuant to the provisions of this 
title, including the following: * * * [Italics supplied.|’’ 

The Lenders Handbook, a publication by the Veterans’ Administration made 
available to all real-estate operators and lenders, sets forth the regulations of the 
Veterans’ Administration relating to title III of the Servicemen’s Readjustment 
Act of 1944, as amended. Section 36.4301, subparagraph (s), is as follows: 

““(s) ‘Home’—place of residence.” 

Va Regulation 3032 contains the following statement: 

‘A loan for the purchase of residential property for investment purposes is not 

eligible for guaranty or insurance as a home loan.” 

he subcommittee heard testimony from Mr. Harry O. Rearick, a partner 
the real-estate firm of DeWitt & Rearick, El Paso, Tex., relating to about 40 
loans guaranteed by the Veterans’ Administration on residential property when 
it was known at the time the loan was closed, both by the veteran and by Mr. 
Harry O. Rearick, that the property was not to be occupied by the veteran as 
his home. In these cases, Mr. Harry O. Rearick took title to the property pur- 
chased by the veteran through a Veterans’ Administration guaranteed loan and 
resold the property, in most instances at a substantial profit. In most instances, 
the veteran received a cash consideration of several hundred dollars from Mr. 
Rearick for his participation in the transaction. 

There is no question that the law has been violated. The lcans guaranteed by 
the Veterans’ Administration were not used for the purpose of purchasing a home 
to be occupied by the veteran. In most instances the veteran either knowingly 
or unknowingly made a false statement. Mr. Harry O. Rearick testified that he 
knew the veteran did not intend to occupy the house as his home, prior to the 
closing of each loan, but pled ignornace of the law. The question to be resolved 
is whether the veterans involved knowingly made false statements and to what 
extent they were induced to make such false statements by Mr. Harry O. Rearick 
or his employees. In those instances considered by the subcommittee where 
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there was no question that the veteran knowingly made a false statement as to 
his intention to occupy the house, Mr. Rearick contended that he had no know- 
ledge of the facts and that the arrangements were made by his employees. This 
is a matter to be resolved by further investigation of the Department of Justice. 

The subcommittee specifically recommends that the testimony of Mr. Harry O. 
Rearick and the testimony of his employees before a grand jury in April 1954 be 
considered in light of the testimony adduced by the subcommittee. There is a 
conflict in the testimony of Mr. Harry O. Rearick concerning the participation 
of the Mortgage Investment Co. in these transactions. It was Mr Rearick’s 
testimony that due to his constant contact with employees of the Mortgage 
Investment Co. that company undoubtedly knew the full extent and nature of 
his transactions; however, this testimony is in direct conflict with statements 
made by an officer of the company to investigators, to the effect that the company 
had no knowledge that veterans did not intend to occupy these properties as 
their homes. 

It was noted by the subcommittee that the records of the Mortgage Investment 
Co. in the transactions in question are apparently inconsistent with the facts. 
In practically no instance does the Veterans’ Administration Form 4—1876, 
Certification of Loan Disbursement, executed by the lender, agree with the facts 
obtained through investigation and testimony before the subcommittee as to 
the actual amount of downpayment made by the veteran. In several instances, 
it — that the veteran made no downpayment at all and that other persons 
made the payments in his behalf. 

Mr. Alvah Ben Swain, a Veterans’ Administration fee compliance inspector 
and appraiser, testified before the subcommittee concerning his appraisal activities 
and real-estate business enterprises in the city of El Paso. It is apparent to the 
subcommittee that Mr. Swain falsely certified as to his interest in numerous 
a of property which he appraised as an agent of the Veterans’ Administration. 

r. Swain was an officer of the corporation owning the piece of property in 
question or otherwise had an interest in the ownership of the property. In the 
case of the Lakeside Development Co., Inc., Mr. Swain owned 16-percent interest 
and drew $10,000 in salary as an official of the corporation and $6,400 in dividends. 
Mr. Swain’s secretary was also secretary of the corporation. Yet, it was Mr. 
Swain’s testimony that he had no actual knowledge of the transactions of the 
corporation. Mr. Swain testified before the subcommittee that he now realizes 
that his activities were improper and his main defense of his actions was ignorance 
of the facts. The subcommittee recommends that this case be immediately 
presented to a grand jury by the Justice Department. 

The subcommittee recommends that further attention be given by the Depart- 
ment of Justice and the Veterans’ Administration to the appraisal activities of 
Mr. Alvah Ben Swain on the properties handled by any of the builders or real- 
estate operators who participated with Mr. Swain in joint building ventures. 
Particularly reference is made to the 40 properties to which Mr. Rearick took 
title through transfer of a Veterans’ Administration guaranteed loan and the 
real-estate project known as Hacienda Development Co., and the Hacienda 
Building Co. 

It was shown in the hearings that the real-estate business of the city of El Paso, 
particularly as it relates to the Veterans’ Administration loan-guaranty program, 
has been dominated by a group of real-estate operators, mortgage bankers, 


builders, and Veterans’ Administration fee a who operated through a 


series of interlocking business arrangements. It is apparent that these arrange- 
ments served to deprive the Veterans’ Administration of the honest and unbiased 
services of some of the fee appraisers which it had appointed as its agents. This 
is particularly significant, since Mr. Swain was 1 of 3 or 4 Veterans’ Administration 
fee-compliance appraisers in the city of El Paso and testified that he performed 
in excess of 50 percent of the VA appraisals in that city during the life of the 

rogram. This general condition was the subject of complaints to investigators 

y builders and real-estate operators in the city of El Paso who were outside the 
arrangements. Mr. Swain occupied a desk in the office of DeWitt & Rearick 
and builders and real-estate operators complained that it was embarrassing for 
them to be uired to go to the offices of a competing firm to transact their 
business with Mr. Swain. 

Section 504 (c), Public Law 346, 78th Congress, is as follows: 

**(c) The Administrator shall have the right to refuse to appraise any dwelling 
os housing project owned, sponsored, or to be constructed by any person identified 
with housing previously cons to veterans under this title as to which substantial 
deficiencies in been discovered, or as to which there has been a failure or 
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indicated inability to discharge contractual liabilities to veterans, or as to which 
it is ascertained that the type of contract of sale or the methods or practices 
pursued in relation to the marketing of such properties were unfair or unduly 
a pe to veteran purchasers.” 

he subcommittee recommends that the Administrator of Veterans’ Affairs 
immediately initiate action to determine whether the firm of DeWitt & Rearick, 
the Mortgage Investment Co., Joe Yarbrough, builder, and the other builders 
and real-estate operators who associated themselves with Mr. Swain or who were 
otherwise involved in the transactions considered by the subcommittee should be 
suspended from further participation in the veterans’ loan-guaranty program 
pursuant to the provisions of law referred to above. 

The subcommittee recommends that the Veterans’ Administration proceed 
with consideration of the cases of the individual veterans involved, including the 
ease of Mr. Harry O. Rearick as a veteran, to determine whether the rights and 
privileges of these veterans under the various laws administered by the Veterans’ 
Administration are subject to forfeiture as a result of their false statements to 
the Veterans’ Administration. 

The subcommittee has concluded that the Veterans’ Administration regional 
office, Lubbock, Tex., has been lax in its supervision of the veterans’ loan-guaranty 
prreroms and evidence was obtained in the course of investigation that the 

eterans’ Administration regional office, Lubbock, Tex., had information, particu- 
larly relating to Mr. Swain’s business arrangements, and failed to take aggressive 
action. 

The subcommittee recommends that the Justice Department make such 
additional investigations as are necessary and present these cases to a grand jury. 

The subcommittee agreed that it was desirable that investigations be continued 
to determine the extent and scope of illegal use of veterans’ entitlement in other 
areas. 

Ep Epmonpson, Chairman. 
Georce A. Suurorp. 
Georce H. Curisroruer. 
Wituiam H. Ayres. 

Por. WEAVER. 


TRANSCRIPT TO UNITED STATES ATTORNEY’S OFFICE 


Subsequent to the hearings, the committee forwarded a copy of 
tie transcript of the hearings to the United States Attorney’s office 
and the Administrator of Veterans’ Affairs, calling attention to the 
recommendations contained in the report. A copy of the transcript 
was also forwarded to the grievance committee of the American 
Institute of Real Estate Appraisers for review, with reference to the 
activities of Mr. A. B. Swain, who is a member of that institute. 


SUSPENSION OF DE WITT & REARICK AND A. B. SWAIN 


The Veterans’ Administration suspended Messrs. DeWitt and 
Rearick “individually and as a partnership from further participation 
in the loan guaranty program of the Veterans’ Administration. 
Mr. Swain was not suspended since he had retired and had moved 
to Gulfport, Miss.; however, the Veterans’ Administration regional 
office located in Jackson, Miss., was notified that in the event Mr. 
Swain made application for consideration as a fee employee his 
application should be denied. The American Institute of Real 
Estate Appraisers suspended Mr. Swain from their membership 
because of a breach of ethics and the bylaws of that organization. 


FURTHER INVESTIGATION IN PROGRESS 


It is understood that the Department of Justice is conducting a 
further study of the El Paso grand jury investigation, and subcom- 
mittee hearings on this matter. The committee has requested that 
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the Department of Justice advise as to the results of the present 
investigation, 
PRINTED HEARINGS 


For further details on this matter, reference is made to the printed 
hearings on housing irregularities in El Paso, Tex., and to the reeom- 
mendations of the subcommittee contained therein. 


SURVEY OF LOS ANGELES COUNTY 


The committee, through the cooperation of the General Accounting 
Office, checked 10 percent of selected committee cases in Los Angeles 
County, Calif. This check was accomplished by a random 10 percent 
sampling of the loans closed by the Veterans’ Administration in each 
subdivision in Los Angeles County during the period January 1, 1953, 
to February 1, 1955. The veterans’ names were listed, together with 
street addresses and the date the loan was closed, then this list was 
checked against the public-utility companies’ records to see if veteran 
purchasers made application for service. 


CASES CHECKED 


During the period covered by the spot check, there were 36,180 
loans closed ; therefore, 3,618 were studied by the General Accounting 
Office. Of the 3,618 cases, it was found that in 230 cases there was a 
possibility of misuse of the veterans’ entitlement. These 230 cases 
were located in 140 different subdivisions. Percentagewise, by 
projection, this means that during this particular period there were 
more than 2,000 cases which may involve a possible misuse of veterans’ 
entitlements. Projecting further, if all cases were checked in the 140 
subdivisions, in all probability the figure of 2,000 would greatly 
increase. 

ACTIVITIES OF JAMES B. HICKEY 


The committee received information that Mr. James B. Hickey, 
real-estate operator in Los Angeles, Calif., was selling homes to non- 
veterans using veterans’ entitlements and was paying the veterans 
$300 to $400 for their entitlements. The General Accounting Office 
was requested to include in their survey of cases in Los Angeles 
County, all cases in which James B. Hickey participated. a 
result of this check, the subcommittee scheduled hearings to be held 
in Los Angeles on Mr. Hickey’s participation in the loan-guaranty 
program in the Los Angeles County area. 

The subcommittee held hearings in Los Angeles on September 14, 
1955, and found that the misuse of veterans’ entitlement in that 
county was widespread and that Mr. James B. Hickey had used the 
entitlements of numerous veterans for his own benefit and gain. 
Reference is made to the printed hearings on irregularities in the 
Veterans’ Administration loan-guaranty program in California. 


TESTIMONY OF MR. H. F. BAKER 


At the conclusion of the hearings, testimony was heard from Mr. 
H. F. Baker, the supervising investigator of the General Accounting 
Office in Los Angeles. His testimony is as follows: 
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lestimony or Howe. F. Baker, Svurervistinc Investicaror, Orrice or 
INVESTIGATIONS, GENERAL AccounTING Orrice, Los AncEe.es, Cauir. 


Mr. Baxer. Howell F. Baker, supervising investigator, Office of Investigations, 
General Accounting Office, United States Oearthowe and Post Office Building, 
Los Angeles. 

Srarr Drrecror. Mr. Baker, the committee will be interested in hearing from 
you a summary of your investigative activities in the Los Angeles area concerning 
the problem of alleged sales or illegal use or quick transfers of title in the veterans 
program. I believe it would be sufficient if you can treat this subject in a summary 
way and tell us the nature of your survey and generally what you found. 

r. Baker. We made a survey just as a spot check of the loans that have been 
made for 25 months by the Los Angeles regional office of the Veterans’ Adminis- 
tration in Los Angeles County. 

Srarr Drrecror. Excuse me. Your investigation or spot check encompassed 
only Los Angeles County? 

Mr. Baker. Just Los Angeles County. And the 25 months covered the period 
from January 1, 1953, to February 1, 1955. 

And due to the large number of loans that have been made in Los Angeles 
County, we only did about a 10-percent spot check. The total number of loans 
that we covered in the check were 3,618. 

Srarr Director. Excuse me, Mr. Baker. Then on the basis of 10 percent, 
you actually checked 3,618 loans? 

Mr. Baxer. That was 10 percent. Multiply that by 10 to get the 100 percent. 
That would be about the number of loans that were made during that period. 

In order to sneed it up as fast as possible, we just tried to determine whether 
the veterans actually moved into these houses, or whether they were occupied 
by somebody else. And to do that, we got the utility companies to let us check 
their records to find out just in whose name the utilities had been signed up for. 
And using that as a basis, we found that out of the 3,618 cases there were 230 
reportable cases which looked like there was possible misuse of the veterans’ 
entitlement. I don’t know how many tracts were involved in the 3,618 cases, 
but in the 230 reportable cases we found that there were 140 tracts involved. 

Of these tracts, some of them had quite a few cases in them, but they were large 
tracts, so the percentage seemed to go pretty even all the way through the whole 
140 tracts that we checked. 

Starr Drrecror. What was that percentage, and what would be the projec- 
tions, Mr. Baker? 

Mr. Baker. Well, the projection cf 230 reportable cases, of 3,618 cases, is 
6.36 percent. We found that there was possible misuse there of veterans’ entitle- 
ment. And if you wanted to project that all the way over the total number of 
= that have been made in tia Angeles regional office, it would come to quite 
a few. 

Starr Drrectror. Well, it would come to more than 2,000 in the last 25 
months covered by your survey, wouldn’t it—2,000, on which there was some 
question? 

Mr. Baker. Yes;it would. I mean, we only checked 10 percent, and multiply- 
es by 10 it would be over 2 ,000 in that particular period. 

taFF Director. In Los Angeles County alone. 

Mr. Baker. In Los Angeles County alone; yes 

Mr. Epmonpson. Do you have any further comment to make? Did your 
investigation extend beyond determining that there was a very rapid change of 
occupancy on these cases? 

Mr. Baker. Well, the biggest category was in the number of cases where the 
veteran never did move into the home. 

Mr. Epmonpson. And what percentage of the loans showed that? 

Mr. Baker. Well, it was 163 out of the 230. I believe maybe someplace here 
I’ve got the percentage figure. I didn’t work it out myself. 

Mr. Epmonpson. Projecting that, then, you would have a situation in which 
there were more than 1,600 loans in the past 25 months in Los Angeles County, 
wherein the Government made the loan guaranty. That is in the period January 
1, 1953, to February 1, 1955. 

Mr. Baker. That is right. 

Mr. Epmonpson. There were more than 1,600 loans in which the veteran 
never occupied the house at any time. 

Mr. Baker. At any time. That is right. 
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Srarr Drrectror. You have heard this testimony here today, Mr. Baker. 
I think there were 2 or 3 cases discussed where the nonveteran who obtained the 
benefits of the veteran financially actually got into the house a substantial period 
of time, sometimes running into several weeks or several months, before the VA 
loan was committed. Did you find that to be the case in these loans that you 
were checking? 

Mr. Baker. We found it in both the case of the nonveterans and the veterans. 
They were allowed to go into the houses before the loans were completed or 
committed. 

Starr Director. But of course there is much more significance in the case 
of the nonveteran. It would indicate that the developer or salesman, or whoever 
might be perpetrating the arrangement, is placing a nonveteran in the house and 
shops around to find a veteran to use for closing the loans, would it not? 

Mr. Baker. It certainly looks possible; yes, sir. 

Mr. Epmonpson. Well, I think on the basis your findings here in Los Angeles 
County—and I want to emphasize at this point that the pattern here is by no 
means unique—we have found in communities where there has been considerable 
expansion and very large housing activity there has been increasing evidence that 
there has been abuse of the GI loan program and misuse of the certificates of en- 
titlement. And I don’t think it is exaggeration to say that the committee’s 
statistics on this already indicate very definitely that millions of dollars have been 
paid out by the Federal Government in gratuities on loans where the veteran never 
occupied it as a home, and very probably where there was never an intention by 
the veteran to occupy it as a home. 

Mr. Baker. Isn’t that gratuity about $200? 
ene Director. Maximum $160, and it averages very close to $160 in every 

tance. 

i Epmonpson. When was the gratuity terminated? It is no longer being 

aid. 
. Starr Director. About 2 years ago. But of course all those paid prior to the 
discontinuance would involve the situation stated by the chairman. 

Now, further, commenting on the situation in some of these cases that are 
further along than some you have developed, Mr. Baker, you have two elements 

resent. One is the element of the veteran making a false statement to the Federal 

overnment, and the person who may have been in the transaction with him 
inducing him to make a false statement, and therefore you have a crime against 
the Federal Government. 

Mr. Epmonpson. I don’t think any member of this committee would want for 
1 minute to create the impression that these problems which we are encounterin 
in the GI loan program make the entire program suspect, because I think the a 
clearly shows that the vast majority of loans undoubtedly have been bona fide 
loans that have provided homes for veterans, and the loss to the Government on 
defaults and foreclosures is below one-half of 1 percent on all of these loans. 

But where we do find gates that have been left ajar, where we do find abuses 
of the program, it is the intention of this committee to investigate them and to 
present the facts to Congress and to the Veterans’ Administration, with the aim 
of closing those doors and of stopping those abuses wherever it is possible. And 
we appreciate the cooperation of the General Accounting Office in making this 
investigation and supplying this information to us. You have done a ised job. 

Mr. Baker. Thank you. 

Mr. Epmonpson. I think that there is no doubt, either, on the basis of your 
showing here and on the basis of the information received involving other devel- 
opers, other builders in other developments, other real-estate people, that further 
investigation will be continued in this area. And I want to repeat the admonition 
that has been made in the course of this hearing several times to the veterans in 
this picture. Veterans who sell their entitlement under certain circumstances 
where they never have a bona fide intention to occupy a home as a residence to 
live in it are subjecting themselves to the possibility not only of prosecution but 
also of the forfeiture of all veterans’ rights. And I hope that that warning can 
be made public and made known to the veterans of this area, where there are 
very obviously many veterans who are not aware of the hazard that they run when 
they engage in transactions for the purchase of houses with no intention of occupy- 
ing that house as a home and use the benefits of the veterans’ loan program in that 


transaction. I think the veterans who do that are not only evading the spirit 
of the law, they are also doing violence to the whole program and endangering 
the whole program when they undermine the confidence in the program. Thev 
are doing a disservice to other veterans who need homes and have need of this 
program in order to find a place to live with their families. 
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Do you have any comment you would like to make, Mr. Weaver, at this time? 

Mr. Weaver. I would just like to say that this program was set up for veterans, 
and veterans should be aware of the benefits that will only come to them by their 
proper carrying out of the methods under which it was originally established. 
And what you have said certainly echoes my sentiments in every way. 

Mr. EpMonpson. Thank you, Mr. Baker. 


MATTERS REFERRED TO UNITED STATES ATTORNEY'S OFFICE 


Upon completion of the hearings, a carbon copy of the original tran- 
script was forwarded to the United States attorney’s office in Los 
Angeles, together with the data that the subcommittee had compiled. 


GRAND JURY INDICTMENT OF J. B. HICKEY 


This matter was presented to a grand jury and an indictment on 
nine counts was returned against Mr, James B. Hickey. 
The indictment reads as follows: 


In THE United States District Court, IN AND FOR THE SOUTHERN District 
or CALIFORNIA, CENTRAL Division 


September 1955, Grand Jury 
No. -CD 
United States of America, Plaintiff v. James B. Hickey, Defendant 





INDICTMENT 


[U. 8. C., Title 18, Sec. 371; U. S. C., Title 38, Sees. 694 (a), 715— sg ee to 
defraud the United States, false claim for benefits under Servicemen’s Readjust- 
ment Act of 1944] 


The grand jury charges: 
COUNT ONE 


[U. 8. C., Title 18, See. 371) 


Beginning on or about July 1, 1952, and continuing to on or about October 16, 
1952, in Los Angeles County, California, within the Central Division of the South- 
ern District of alifornia, defendant James B. Hickey did conspire, confederate, 
and agree with Robert Lee Kring to defraud the United States in that defendant 
James B. Hickry and co-conspirator Robert Lee Kring agreed to cause the Vet- 
erans’ Administration, an agency of the United States, to guarantee on behalf of 
the United States a loan made to coconspirator Robert Lee Kring, a veteran of 
World War II, by J. Hartley Taylor, Incorporated, for the purchase of residential 
property for the purpose of resale to another person, rather than for the lawful 
purpose of purchasing said property to be occupied by the veteran as his home 
contrary to law and the public policy as expressed in the Servicemen’s Readjust- 
ment Act of 1944, as amended dt. S. C., Title 38, Sec. 694 (a)); 

The object of said conspiracy was to be accomplished as follows: coconspirator 
Robert Lee Kring, at the instance of defendant James B. Hickey, would make 
application to J. Hartley Taylor, Incorporated, for a loan on residential property 
to be guaranteed by the United States under the Servicemen’s Readjustment Act 
of 1944, as amended, and would thereby cause said J. Hartley Taylor, Incorporated, 
to state in a report to the Veterans’ Administration entitled ‘‘Certification of 
Loan Disbursement’”’ that such loan conformed with the Servicemen’s Readjust- 
ment Act of 1944, as amended; in making such application, defendant James B. 
Hickey and coconspirator Robert Lee Kring would conceal from said J. Hartley 
Taylor, Incorporated, and from the Veterans’ Administration the true facts con- 
cerning the purpose of said loan, that is, that the proceeds of said loan would be 
used for the purchase of residential property for resale to another person by the 
defendant James B. Hickey, which true facts, if made known to said Veterans’ 
Administration, would have caused said agency to reject the application for a 
guarantee of said loan as the defendant James B. Hickey and coconspirator Robert 
Lee Kring well knew; 
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To effect the object of said conspiracy, the defendant James B. Hickey and 
coconspirator Robert Lee Kring committed divers overt acts in the Central Divi- 
sion of the Southern District of California, among which are the following: 

(1) On or about July 1, 1952, defendant James B. Hickey and coconspirator 
Robert Lee Kring had a conversation; 

(2) On or about July 12, 1952, defendant James B. Hickey signed, as real- 
estate broker, a purchase agreement on certain real property and coconspirator 
Robert Lee Kring signed, as purchaser, the same purchase agreement on certain 
real property ; 

(3) On or about September 5, 1952, coconspirator Robert Lee Kring signed a 
document entitled ‘Application for Home Loan Guarantee or Insurance’’; and 

(4) On or about October 16, 1952, defendant James B. Hickey gave cocon- 
spirator Robert Lee Kring the sum of $400.00. 


COUNT TWO 
[U. S. C., Title 18, Sec. 371] 


Beginning on or about December 1, 1953, and continuing to on or about July 27, 
1954, in Los Angeles County, California, within the Central Division of the 
Southern District of California, defendant James B. Hicxnry did conspire, con- 
federate, and agree with William G. Crosby to defraud the United States in that 
the delentadt Vaiens B. Hickgry and coconspirator William G. Crosby agreed to 
cause the Veterans’ Administration, an agency of the United States, to guarantee 
on behalf of the United States a loan made to coconspirator William G. Crosby, 
a veteran of World War II, by Allied Building Credits, Incorporated, for the 
purchase of residential property for the purpose of resale to another person 
rather than for the lawful purpose of purchasing said property to be occupi 
by the veteran as his home, contrary to law and the public policy as expressed 
in the Servicemen’s Readjustment Act of 1944, as amended (U. S. C., Title 38, 
Sec. 694 (a)); 

The oe of said conspiracy was to be accomplished as follows: coconspirator 
William G. Coeshy, at the instance of defendant James B. Hickry, would make 
application with Allied Building Credits, Incorporated, for a loan on residential 
property to be guaranteed by the United States under the Servicemen’s Read- 
justment Act of 1944, as amended, and would thereby cause said Allied Building 
Credits, Incorporated, to state in a report to the Veterans’ Administration 
entitled ‘‘Certification of Loan Disbursement’’ that such loan conformed with 
the Servicemen’s Readjustment Act of 1944, as amended; in making such appli- 
cation, defendant James B. Hickny and coconspirator William G. Condon would 
conceal from said Allied Building Credits, Incorporated, and from the Veterans’ 
Administration the true facts concerning the purpose of said loan, that is, that 
the proceeds of said loan would be used for the purchase of residential property 
for resale to another person by the defendant James B. Hickey, which true facts, 
if made known to said Veterans’ Administration, would have caused said agency 
to reject the application for a guarantee of said loan, as the defendant James B. 
Hickey and coconspirator William G. Crosby well knew; 

To effect the object of said conspiracy, the defendant James B. Hickey and co- 
conspirator William Crosby committed divers overt acts in the Central Division 
of the Southern District of California, among which are the following: 

(1) On or about December 1, 1953, defendant James B. Hickey and cocon- 
spirator William G. Crosby had a conversation; 

(2) On or about December 15, 1953, coconspirator William G. Crosby signed 
a document entitled ‘‘Application for Home Loan Guarantee or Insurance”’; and 

(3) On or about July 27, 1954, defendant James B. Hickey gave coconspirator 
William G. Crosby the sum of $768.31. 


COUNT THREE 
[U. 8S. C., Title 18, Sec. 371] 


Beginning on or about June 1, 1952, and continuing to on or about October 31, 
1952, in Los Angeles County, California, within the Central Division of the 
Southern District of California, defendant James B. Hickey did conspire, con- 
federate, and agree with William Paul Kay to defraud the United States in that 
defendant James B. Hickey and coconspirator William Paul Kay agreed to 
cause the Veterans’ Administration, an agency of the United States, to guarantee 
on behalf of the United States a loan made to coconspirator Willaim Kaul Kay, 
a veteran of World War II, by J. Hartley Taylor, Incorporated, for the purchase 
of residentail property for the purpose of resale to another person, rather than 
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- 


for the lawful purpose of purchasing said property to be occupied by the veteran 
as his home, contrary to law and the public policy as expressed in the Servicemen's 
Readjustment Act of 1944, as amended (U. 8. C., Title 38, Sec. 694 (a)); 

The object of said conspiracy was to be accomplished as follows: coconspirator 
William Paul Kay, at the instance of defendant James B. Hickey, woul make 
application to J. Hartley Taylor, Incorporated, for a loan on residential property 
to be guaranteed by the United States under the Servicemen’s Readjustment Act 
of 1944, as amended, and would thereby cause said J. Hartley Taylor, Incorpo- 
rated, to state in a report to Veterans’ Administration entitled ‘Certification of 
Loan Disbursement’”’ that such loan conformed with the Servicemen’s Readjust- 
ment Act of 1944, as amended; in making such application, defendant James B. 
Hickey and coconspirator William Paul Kay would conceal frcm said J. Hartley 
Taylor, Incorporated, and from the Veterans’ Administration the true facts con- 
cerning the purpose of said loan, that is, that the proceeds of said loan would be 
used for the purchase of residential property for resale to another person by the 
defendant James B. Hickey, which true facts, if made known to said Veterans’ 
Administration, would have caused said agency to reject the application for a 
guarantee of said loan, as the defendant James B. Hickey and coconspirator Wil- 
liam Paul Kay well knew; 

Ta effect the object of said conspiracy, the defendant James B. Hickey and 
coconspirator William Paul Kay committed divers overt acts in the Central Divi- 
sion of the Southern District of California, among which are the following: 

(1) On or about June 15, 1952, defendant James B. Hickey and coconspirator 
William Paul Kay had a conversation; 

(2) On or about July 5, 1952, defendant James B. Hickey signed, as real-estate 
broker, a purchase agreement for certain real property and coconspirator William 
Paul Kay signed, as purchaser, the same purchase agreement for certain real 
property ; 

(3) On or about September 6, 1952, coconspirator William Paul Kay signed a 
document entitled ‘“‘Application for Home Loan Guarantee or Insurance’’; and 

(4) On or about October 1, 1952, defendant James B. Hickey gave coconspirator 
William Paul Kay the sum of $350.00. 


COUNT FOUR 
[U. 8. C., Title 18, Sec. 371] 


Beginning on or about July 1, 1952, and continuing to on or about November 7, 
1952, in Los Angeles County, California, within the Central Division of the 
Southern District of California, defendant James B. Hickey did conspire, 
confederate, and agree with Lockwood Marshall to defraud the United States 
in that defendant James B. Hickey and co-conspirator Lockwood Marshall 
agreed to cause the Veterans’ Administration, an agency of the United States, 
to guarantee on behalf of the United States a loan made to co-conspirator Lock- 
wood Marshall, a veteran of World War II, by J. Hartley Taylor, Incorporated, 
for the purchase of residential property for the purpose of resale to another person, 
rather than for the lawful purpose of purchasing said property to be occupied by 
the veteran as his home, contrary to law and the public policy as expressed in 
the Servicemen’s Readjustment Act of 1944, as amended (U. 8. C., Title 38, 
Sec. 694 (a)); 

The object of said conspiracy was to be accomplished as follows: co-conspirator 
Lockwood Marshall, at the instance of defendant James B. Hickey, would 
make application with the J. Hartley Taylor, Incorporated, for a loan on residen- 
tial property to be guaranteed by the United States under the Servicemen’s 
Readjustment Act of 1944, as amended, and would thereby cause said J. Hartley 
Taylor, Incorporated, to state in a report to the Veterans’ Administration entitled 
“Certification of Loan Disbursement” that such loan conformed with the Service- 
men’s Readjustment Act of 1944, as amended; in making such application, 
defendant JAmMes B. Hickey and co-conspirator Lockwood Marshall would 
conceal from said J. Hartley Taylor, Incorporated, and from the Veterans’ Admin- 
istration the true facts concerning the purpose of said loan, that is, that the 
proceeds of said loan would be used for the purchase of residential property for 
resale to another person by the defendant James B. Hickey, which true facts, 
if made known to said Veterans’ Administration, would have caused said agency 
to reject the application for a guarantee of said loan, as the defendant James 
B. Hickey and co-conspirator Lockwood Marshall well knew; 

To effect the object of said conspiracy, the defendant James B. Hickey and co- 
conspirator Lockwood Marshall committed divers overt acts in the Central Divi- 
sion of the Southern District of California, among which are the following: 
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(1) On or about July 1, 1952, defendant James B. Hickey and coconspirator 
Lockwood Marshall had a conversation; 

(2) On or about July 15, 1952, defendant James B. Hickey signed, as real-estate 
broker, a purchase agreement on certain real property and coconspirator Lock- 
wood Marchall signec, as purchaser, the same purchase agreement on certain real 

roperty; 
’ (3) On or about August 28, 1952, coconspirator Lockwood Marshall signed a 
document entitled “Application for Home Loan Guarantee or Insurance’’; and 

(4) On or about November 7, 1952, defendant James B. Hickey gave co- 
conspirator Lockwood Marshall the sum of $400.00. 


COUNT FIVE 
(U. 8. C., Title 38, Secs. 694 (a), 715) 


On or about November 16, 1953, in Los Angeles County, California, within the 
Central Division of the Southern District of California, cefencant James B. 
Hickey cid knowingly cause to be made a false certificate and paper concerning 
a claim for benefits uncer the Servicemen’s Readjustment Act of 1944 (U.S. C., 
Title 38, Sec. 694 (a)), in that the defendant, for the purpose of obtaining a loan 
from Allied Building Crecits, Incorporated, guaranteed by the United States, did 
cause Joseph O. Davis, J1., a veteran of World War II, to state to the Veterans’ 
Ad ministration, an agency of the United States, in a cocument entitled ‘“Applica- 
tion for Home Loan Guarantee or Insurance” that the purpose of said loan was 
for the purchase of residential property to be occupied by the veteran; whereas, in 
truth and in fact, as the defendant then well knew and caused to be concealed from 
the Veterans’ Administration, the purpose of said loan was for the purchase of 
residential property for resale to another person, which fact, if made known to the 
Veterans’ Administration, would have caused said agency to reject the application 
for a guarantee of said loan. 

COUNT SIX 


[U. S. C., Title 38, Sees. 694 (a), 715] 


On or about December 15, 1953, in Los Angeles County, California, within the 
Central Division of the Southern District of California, defendant James B. 
Hickey did knowingly cause to be made a false certificate and paper concerning a 
claim for benefits under the Servicemen’s Readjustment Act of 1944 (U.S. C., 
Title 38, Sec. 694 (a)), in that the defendant, for the purpose of obtaining a loan 
from Allied Building Credits, Incorporated, guaranteed by the United States, did 
cause William G. Crosby, a veteran of World War II, to state to the Veterans’ 
Administration, an agency of the United States, in a document entitled ‘‘Applica- 
tion for Home Loan Guarantee or Insurance’ that the purpose of said loan was 
for the purchase of residential property to be occupied by the veteran; whereas, 
in truth and in fact, as the defendant then well knew and caused to be concealed 
from the Veterans’ Administration, the purpose of said loan was for the purchase 
of residential property for resale to another person, which fact, if made known to 
the Veterans’ Administration, would have caused said agency to reject the applica- 
tion for a guarantee of said loan. 


COUNT SEVEN 
[U. S. C., Title 38, Secs, 694 (a), 715] 


On or about October 17, 1952, in Los Angeles County, California, within the 
Central Division of the Southern District of California, defendant James B. 
Hickey did knowingly cause to be made a false certificate and paper concerning 
a claim for benefits under the Servicemen’s Readjustment Act of 1944 (U. 8. C., 
Title 38, Sec. 694 (a)), in that the defendant did cause J. Hartley Taylor, Incorpo- 
rated, to state in a report entitled “Certification of Loan Disbursement” presented 
to the Veterans Administration, an agency of the United States, in support of an 
application for a guarantee of a loan pursuant to the said Servicemen’s Readjust- 
ment Act of 1944, as amended, that the loan made by said J. Hartley Taylor, 
Incorporated, to Robert Lee Kring, a veteran of World War IT, for the purchase 
of residential property located at 17958 Lull Street, Reseda, California, was 
made in conformity with the applicable provisions of said Servicemen’s Readjust- 
ment Act of 1944; whereas, as the defendant well knew and caused to be concealed 
from said J. Hartley Taylor, Incorporated, and the Veterans Administration, 
said loan was not made in conformity with said Servicemen’s Readjustment Act 
of 1944 in that the veteran, Robert Lee Kring, did not obtain said loan for the 
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pares of purchasing said residential property to be occupied |>y him. as his home, 
ut did obtain said loan for the purpose of purchasing residential property for 
resale to another person. 

COUNT EIGHT 


[U. S. C., Title 38, Sees. 694 (a), 715) 


On or about October 29, 1952, in Los Angeles County, California, within the 
Central Division of the Southern District of California, defendant James B 
Hickey did knowingly cause to be made a false certificate and paper concerning 
a claim for benefits under the Servicemen’s Readjustment Act of 1944 (U.S. C., 
Title 38, Sec. 694 (a)), in that the defendant did cause J. Hartley Taylor, Incorpo- 
rated, to state in a report entitled ‘Certification of Loan Disbursement” pre- 
sented to the Veterans Administration, an agency of the United States, in support 
of an application for a guarantee of a loan pursuant to the said Servicemen’'s 
Readjustment Act of 1944, as amended, that the loan made by said J. Hartley 
Taylor, Incorporated, to William Paul Kay, a veteran of World War II, for the 
purchase of residential property located as 7642 Enfield Avenue, Reseda, Cali- 
fornia, was made in conformity with the applicable provisions of said Service- 
men’s Readjustment Act of 1944; whereas, as the defendant well knew and caused 
to be concealed from said J. Hartley Taylor, Incorporated, and the Veterans 
Administration, said loan was not made in conformity with said Servicemen’s 
Readjustment Act of 1944 in that the veteran, William Paul Kay, did not obtain 
said loan for the purpose of purchasing said residential property to be occupied 
by him as his home, but did obtain said loan for the purpose of purchasing resi- 
dential property for resale to another person. 


COUNT NINE 
[U. 8. C., Title 38, Secs. 694 (a), 715] 


On or about December 9, 1952, in Los Angeles County, California, within the 
Central Division of the Southern District of California, defendant James Bb. 
Hickey did knowingly cause to be made a false certificate and paper concerning 
a claim for benefits under the Servicemen’s Readjustment Act of 1944 (U. 8. C., 
Title 38, Sec. 694 (a)), in that the defendant did cause J, Hartley Taylor, Incor- 
porated, to state in a report entitled “Certification of Loan Disbursement” pre- 
sented to the Veterans’ Administration, an agency of the United States, in support 
of an application for a guarantee of a loan pursuant to the said Servicemen’s 
Readjustment Act of 1944, as amended, that the loan made by said J. Hartley 
Taylor, Incorporated, to Lockwood Marshall, a veteran of World War II, for the 
purchase of residential vroperty located at 7643 Enfield Avenue, Reseda, Cali- 
fornia, was made in confor:aity with the applicable provision of said Servicemen’s 
Readjustment Act of 1944; whereas, as the defendant well knew and caused to be 
concealed from said J. Hartley Taylor, Incorporated, and the Veterans’ Adminis- 
tration, said loan was not made in conformity with said Servicemen’s Readjust- 
ment Act of 1944 in that the veteran, Lockwood Marshall, did not obtain said 
loan for the purpose of purchasing said residential property to be occupied by him 
as his home, but did obtain said loan for the purpose of purchasing residential 
property for resale to another person. 

A True BILL. 

Foreman. 

LAUGHLIN E. WATERS, 

_ United States Attorney. 


Bond fixed in the amount of .........-...--.---- J 


INVESTIGATIONS IN FIVE MAJOR CITIES 


The subcommittee, through the assistance of the General Accounting 
Office, has conducted extensive investigation in five other major cities 
throughout the United States. These investigations are in the 
process of completion and the findings will be made known in a supple- 
mental report, together with recommendations as to action, if any, 
to be taken in those areas. 


72168—56—_5 
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SALE OF ENTITLEMENT IS SERIOUS PROBLEM 


The subcommittee’s investigations have led it to the conclusion that 
illegal use of veterans’ entitlements is a serious problem and that 
legislative and administrative action must be taken to curtail the 
practice. 


POOR CONSTRUCTION AND VIOLATIONS OF VETERANS’ ADMINIS- 
TRATION MINIMUM PROPERTY REQUIREMENTS 


HOUSE SELECT COMMITTEE 


In August of 1950 a select committee to investigate education and 
training programs under the GI bill was created pursuant to House 
Resolution 474 of the 8ist Congress. The committee conducted a 
limited investigation and filed its report on January 2, 1951. The 
committee was continued by the 82d Congress pursuant to House 
Resolution 93, approved February 2, 1951. House Resolution 93 
reads as follows: 


Resolved, That there is hereby created a select committee to be composed of 
nine Members of the House of Representatives to be appointed by the Speaker, 
one of whom he shall designate as chairman. Any vacancy occurring in the mem- 
bership of the committee shall be filled in the manner in which the original 
appointment was made. 

The committee is authorized and directed, effective January 3, 1951, to conduct 
a full and complete investigation, evaluation, and study of the alleged abuses in 
the education and training and loan guaranty programs of World War II veterans, 
and of action taken, or the lack of action taken by the responsible officers and 
employees of the Veterans’ Administration and State approving agencies to 
prevent abuses under Public Laws 16 and 346 (78th Cong.), as amended. 

The committee shall report to the House (or to the Clerk of the House if the 
House is not in session) as soon as practicable during the present Congress the 
results of its investigation, evaluation, and study, together with such recom- 
mendations as it deems advisable. 

For the purpose of carrying out this resolution, the committee is authorized 
to sit and act during the present Congress at such times and places within the 
United States whether the House is in session, has recessed, or has adjourned 
to hold such hearings, and to require, by subpena or otherwise, the attendance, 
and testimony of such witnesses and the production of such books, records, corre- 
spondence, memoranda, papers, and documents, as it deems necessary. Subpenas 
may be issued under the signature of the chairman of the committee or any 
member of the committee designated by him, and may be served by any person 
designated by such chairman or member. The chairman of the committee or any 
member thereof or any member of the committee staff may administer oaths 
to witnesses. 

It will be noted that House Resolution 93 extended the scope of 
the committee’s investigation to include an investigation of the 
Veterans’ Administration loan guaranty program. ‘The activities of 
the committee were continued by House Resolution 488 which 
provided additional funds for the committee’s activities. 

Reference is made to House Report 2501, in which the committee 
reported its findings under date of September 11, 1952. The scope 
of the investigation made by the select committee included hearings 
in which testimony was taken from builders, lenders, Veterans’ 
Administration employees, fee appraisers, fee inspectors, and veteran 
homeowners. In addition, the committee, through its staff members, 
made field inspections of numerous projects, listing the violations of 
plans and specifications and failures to comply with the Veterans’ 
Administration minimum property requirements. 
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The select committee made numerous recommendations and 
published the following conclusions pertaining to the appraisal and 
compliance inspection procedure: 

Appraisal and compliance inspection activities are the most 
important part of the Veterans’ Administration loan guaranty 
program. ‘The Congress, the Administrator of Veterans’ Affairs, 
and the Civil Service Commission should support a program 
which will provide civil-service ratings and appropriations suffi- 
cient to attract competent professional employees in the fields 
of appraisal, land planning, and architectural design. 

The use of fee appraisers and fee compliance inspectors is 
not fundamentally unsound; however, Veterans’ Administration 
policy should provide sufficient flexibility to increase salaried 
appraisers and compliance inspectors in rural and other areas 
ig qualified fee personnel and inspectors are not available. 

The fee appraisal and compliance inspection systems can 
tiatiee satisfactorily only if they are closely supervised by 
aoe professional staff personnel. 

The appraisal and compliance inspection system must be 
sania’ very closely, since these systems are very susceptible 
to favoritism and manipulation in the favor of builders and 
ae rs 

. The Veterans’ Administration should not appraise and 
sinatidains loans on any new housing which is not constructed in 
accordance with the minimum construction standards of the 
Veterans’ Administration and inspected for compliance during 
construction. 

6. The Loan Guaranty Service of the Veterans’ Administra- 
tion should exercise close supervision over increases in reasonable 
value by staff personnel of the Loan Guaranty Division. 


SUBCOMMITTEE ON HOUSING OF HOUSE BANKING AND CURRENCY 
COMMITTEE 


The Subcommittee on Housing of the House Committee on Banking 
and Currency submitted a report dated December 8, 1952, entitled 
“Investigation of FHA and VA Housing Programs.” ‘This com- 
mittee was authorized under House Resolution 436 of the 82d Con- 
gress to conduct investigations into various matters coming within 
the jurisdiction of the committee. The committee thereupon author- 
ized the appointment of a Subcommittee on Housing to conduct a 
study of housing construction under VA and FHA programs. 

The Subcommittee on Housing agreed that complaints of defective 
housing brought to the attention of the subcommittee during its 
study would be referred to the appropriate agency for investigation 
and report. The subcommittee held numerous hearings and con- 
cluded: 

Your subcommittee would be remiss in its obligations and responsibilities if 
it failed tao conclude, and so state, that it found a preponderance of evidence 
indicating a most satisfactory performance by the building and lending industry 
and the Federal, State, and local agencies of government concerned with the 
development of housing. However, this conclusion does not mean that the 
deficiencies brought to our attention were inconsequential; on the contrary, very 
serious deficiencies were noted. We regret that we are limited in our ability to 
propose solutions which will prevent all the types of difficulties experienced by 
the complainants appearing before the subcommittee. However, the following 
recommendations are presented in the light of our findings, and it is our belief 
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that their acceptance will go far to prevent the recurrence of the types of com- 
plaints presented to the subcommittee during this investigation. 

The subcommittee recommended, among other things, the following: 

1. Standards and procedures in relation to land planning must be strengthened. 

(a) Such procedures should require a report from qualified professional sources, 
competent in this field, indicating that the site-development plans are adequate 
for the area to be developed; that where individual water or sewerage systems 
are proposed and established soil data is unavailable, percolation tests of the 
soil shall be taken at specific intervals, with the result of such tests; and that 
the development plans meet FHA and VA standards. 

(b) FHA and VA should take immediate steps to employ competent engineers 
to review all such reports in regard to acceptability of sites and site plans. 

(c) FHA and VA building-inspection personnel should receive on-the-job 
training in site-inspection techniques. 

7. FHA and VA should initiate at once a training program of employees in 
their offices who handle complaints of home owners and to emphasize in such 


training program the necessity of prompt and sympathetic handling of all 
complaints. 

9. FHA and VA should reexamine their entire operations to place greater 
emphasis on raising housing standards with respect to site planning, size of rooms 
and other design features, and construction quality. The unutual emphasis on 


volume and speed which was appropriate during the years immediately following 
VJ-day is no longer appropriate. 


COMPLAINTS ON POOR CONSTRUCTION REVIEWED BY SELECT COMMITTEE 


The Select Committee report (H. Rept. No. 2501, 82d Cong.) lists 
numerous construction deficiencies resulting from inadequate inspec- 
tion by fee inspectors and lack of supervision by the builders. ‘The 
report also shows that various Veterans’ Administration regional 
offices failed to require the builders to take corrective action on justi- 
fiable items of complaint. Most of the items involved poor workman- 
ship and violation of the Veterans’ Administration minimum property 
requirements. 

The Select Committee received complaints from almost every State 
and upon investigation it was found that a majority of the complaints 
were justified. 

The select committee reported that in the Washington, D. C., area, 
complaints were so numerous that it was impossible for the regional 
office to give these complaints proper attention. It was reported that 
in this office ‘‘the compliance inspection system has been virtually 
ineffective” and that “noncompliances were so prevalent as to cast 
serious doubt on the effectiveness of the compliance inspection system 
of the Washington regional office.”’ 

With respect to the San Diego, Calif., regional office, the following 
statement is quoted from the select committee report: 


Appraisals were manipulated in favor of certain builders, a compliance inspec- 
tion system was virtually nonexistent. 


The following noncompliance with the Veterans’ Administration 
minimum construction requirements were found to be common 
throughout the United States: 


(Items marked * are general; items marked f¢ are spotty; items marked f are in one 
or more areas) 


* Improper finish grading, such as: 
a. Water not diverted away from buildings. 
b. Water not drained off lot or plot. 


c. Poor drainage preventing proper or normal operation of septic tank and 
disposal fields. 
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d. Grading invites or causes excessive erosion. 
e. Poor planning and existing grading now requires retaining walls to stop 


erosion. 

jf. Lots on hillside are graded to drain into the Jower lots where water is 
pocketed. 

g. Grading too steep to retain sod or grass seeding. 

Splash blocks too small. 

Steep terrace with long runs of steps without hand railings. 

Asbestos shingles improperly fastened. 

Basement window screens not furnished. 

Stucco on masonry scant one-half-inch thick. 

Exterior door jambs bedded down several inches into concrete. 

Framing tight against chimneys. 

Framing into chimneys. 

Collar beams missing. 

Attic louvers too small. 

No screening on attic louvers. 

No vapor bearer under loose insulation. 

Loose insulation not proper thickness. 

Sliding closet doors grooved for bottom track, but none installed. 

Improper clearance over stairs. 

Joists with 1 to 2 inches bearing on exterior walls. 

Joists shimmed up with wood or broken slate as much as 2 inches, and no 
bearing except on shims, 

No flashing under exterior door sills. 

No insulation around heat ducts in exterior walls. 

Built-in garage ceilings not fireproofed. 

All floor joist ends grouted in solid, lumber is not treated. 

No joist hangers or ledger stcip for joists framing into headers. 

Bearing partitions cut away for heat ducts and not supported with metal angles 
or straps. 

Headers over doors in beaving partitions flat. 

Headers over windows in exterior bearing wall, flat. 

Jack studs not continuous from header to bearing. 

Corner bracing not let into top and bottom plates. 

Valley rafters spiced. 

Oak sheathing used. 

Joists cut away for plumbing pipes and not properly framed. 

Subflooring on diagonal with butt joints. 

Wood boards supporting back hearth in fireplace. 

Cross bridging 1 by 2. 

Cross bridging cut too short. 

Access to attic over 400 square inches without appropriate increase in size of 
ceiling joists. 

Ceiling joists without proper bearing on bearing partition. 

Ceiling joists without proper bearing on exterior wall. 

Roof rafters without proper bearing on exterior wall. 

Ridge board too small to provide full bearing of rafters. 

Joists bearing on hollow blocks. 

Joists of adjoining houses touching in party walls. 

Headers touching in party walls. 

Wood beams and plates through party walls common to both houses, 

Furring strips nailed onto chimney. 

Bearing partitions not tied into exterior walls. 

Wood beams, laminated with joints between bearings. 

Improper to poor bearing of headers in masonry walls. 

Ceiling joists framed into common header that goes through party wall, 

Studs and jack studs cut short and pieced out. 

Floor joists butt over bearing without tie or scab. 

Pipe holes bored in top one-third of joists. 

Green lumber with moisture content up to 30 percent used for framing. 

Blue lumber with fungi growing on surface. 

4 by 4-inch posts in basements to support headers in lieu of 6 by 6’s. 

Facia poorly installed with large cracks. 

Framing members poorly cut, do not give good bearing. 

Doors not properly fitted. 

Rock lath installed with three nails per sheet per stud in lieu of four as required, 
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Rock lath joints on jamb studs over opening. 

Wood beams grouted in solid with no air space. 

Rafters over front entry toe-nailed to header without ledger strip or metal 
hangers. 

Bearings members not carried down to firm foundations. 

Ceiling joists tails extend too far over partitions. 

Bath tub ledger strips not properly installed. 

Metal bridging used that is not rigid. 

Subflooring joints broken over same joist, as many as six next to each other. 

Spacing of studs not proper, 24 inches on center instead of 16 inches. 

Insulation insufficient for this area. 

Plaster from very thin to thin, maximum thickness noted one-fourth inch. 

Chimney foundations of hollow block. 

Thimbles butt flue lining but do not go through the lining. 

Concrete basement slabs from 1% to 2% inches thick. 

No footings under lally columns. 

Broken blocks and unfilled joints in masonry walls. 

Joists resting on one brick course on hollow block. 

Rake of party wall not flush with underside of roof sheating. 

Window sills flat, no pitch. 

No concrete plinth for wood posts. 

Wall plates not grouted, nailed to solid block. 

Footings without proper coverage below finish grade. 

Exterior wall 6-inch hollow block in lieu of 8-inch. 

Termite shield is tin, painted one side. 

Termite shield is 30-pound felt. 

Termite shields not installed to be effective, 1- to'2-inch gaps between sheets, 
corners not properly made and no treatment around holes for anchor bolts 
or pipes. 

Top and bottom of doors not sealed or painted. 

Millwork not back-primed. 

Heat ducts installed in party walls by cutting 5 inches out of an 8-inch party 
wall. 

Steel beams shimmed with wood, slate or brick. 

Heating installations not in accordance with approved plans. 

No flashing over windows or doors. 

United States gypsum sheathing used on exterior walls with joints occurring 
between studs. 

Dirt in unexcavated parts within 12 inches of bottom of joists. 

Poor workmansbip in general. 
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POWER TO SUSPEND BUILDERS 


In order to give the Administrator authority to require builders to 
do corrective work on justifiable complaints, the Serviceman’s Read- 
justment Act of 1944 was amended by section 304 of Public Law 550, 
82d Congress, which reads as follows: 


The Administrator shall have the right to refuse to appraise any dwelling or 
housing project owned, sponsored, or to be constructed by any person identified 
with housing previously sold to veterans under this title as to which substantial 
deficiencies have been discovered, or as to which there has been a failure or 
indicated inability to discharge contractual liabilities to veterans, or as to which 
it is ascertained that the tvpe of contract of sale or the methods or practices 
pursued in relation to the marketing or such properties were unfair or unduly 
prejudicial to veteran purchasers. 


To further assist in obtaining corrective measures, Public Law 
560, 83d Congress, section 801, provides: 


The Federal Housing Commissioner and the Administrator of Veterans’ Affairs, 
respectively, are hereby authorized and directed to require that, in connection 
with any property upon which there is located a dwelling designed principally 
for not more than a four-family residence and which is approved for mortgage 
insurance or guaranty prior to the beginning of construction, the seller or builder, 
and such other person as may be required by the said Commissioner or Admin- 
istrator to become warrantor, shall deliver to the purchaser or owner of such 
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property a warranty that the dwelling is constructed in substantial conformity 
with the plans and specifications * * *, 


COMPLAINTS RECEIVED BY COMMITTEE ON VETERANS’ AFFAIRS 


During the early part of the Ist session of the 84th Congress, 
relatively few complaints were received; however, the ctmnblaiats 
increased in number as the session drew to a close and many of the 
complaints were even more serious than the complaints the select 
committee received in 1952. The committee continues to receive 
many serious complaints on poor workmanship and lack of cooperation 
from the builder and the Veterans’ Administration regional offices. 


HEARINGS HELD BY SUBCOMMITTEE ON HOUSING 


Numerous cases were seemingly in need of a committee hearing, 
judging from the complaints received on poor construction; however, it 
was impossible to hold hearings in every location. The subcommittee 
held hearings in the following locations: 


Washington, D. C. Merced, Calif. 
Redding, Calif. 


STAFF INSPECTIONS OF POOR CONSTRUCTION 


Staff inspections were made of complaints on poor construction in 
the following locations: 


Los Angeles, Calif. Mobile, Ala. 
Sacramento, Calif. Laurel, Miss. 
Covina, Calif. 


CASES UNDER ACTIVE CONSIDERATION 


The committee has under consideration at this time complaints on 
poor construction in Ohio, New York, New Jersey, and Delaware. 


POOR SUPERVISION OF CONSTRUCTION 


Poor supervision on the part of the builders, in many instances, is 
the result of the builder ‘“‘spreading himself too thin”’ for proper super- 
vision, or the employment of incompetent supervisors. In some 
instances, there is a lack of knowledge of home building on the part of 
the builder himself. Any of the foregoing, or a combination of them, 
results in poor construction, which in turn results in a veteran’s 
complaint. 

It is obvious that the complaints today, on poor construction, are 
the direct result of the failure on the part of the Veterans’ Adminis- 
tration central office and regional offices to properly supervise and 
inspect the construction. 

The builders, in defense of their workmanship, contend that the 
three inspections required by the Veterans’ Administration are inade- 
quate. The subcommittee does not believe that this statement 
should excuse poor construction. Construction performed by a good 
builder, with adequate supervision, actually requires no inspections. 
Therefore, when three inspections are given this type of construction, 
it is merely a doublecheck. Many of the builders want the Veterans’ 
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Administration to supervise their construction. The subcommittee 
is of the opinion that three inspections are adequate and it is the 
responsibility of the building industry to police itself and to double- 
check to see that the plans and specifications and the Veterans’ Admin- 
istration minimum property requirements have been met. In some 
instances, the builders contend that the Veterans’ Administration 
minimum property requirements are outdated or are inadequate and 
offer this as their defense, This defense is rather weak since the mini- 
mum property requirements are based on sound construction principles 
and no builder today builds « home that does not exceed those require- 
ments in some respects. It is recognized that the minimum property 
requirements require constant study and revision and the subcommittee 
is informed that they are under constant review. However, in the 
vast majority of cases involving veterans’ complaints, the complaint 
is the result of outright substitution of material or equipment of 
inferior quality or poor workmanship in general. 

While there are many fine builders doing an outstanding job of 
construction in the veterans’ housing field, it is the poor builder who 
gets the publicity and thereby injures the entire industry, as well as 
the Veterans’ Adminiatratiot: loan guaranty program. Assistance by 
the industry in policing its own field (and some progress is being made 
in some localities along this line) will be to the advantage of both the 
veterans and the builders. 


WORKMANSHIP 


The Veterans’ Administration minimum property requirements 
contain a provision to be found in all minimum property requirements 
booklets. The provision is entitled “Workmanship” and reads as 
follows: 

WorxkmMansuaip. Compliance with these minimum construction requirements 
with regard to materials and methods of assembly and with drawings and speci- 
fications will not, in itself, assure acceptance of the construction. Of equal 
importance is good workmanship, the lack of which will be sufficient cause to 
refuse acceptance of the construction, or to reject the application in the case of 
existing construction. 

In all of the areas where the subcommittee has received complaints 
from veterans and found that the complaints were the result of poor 
workmanship, no instance was found where the Veterans’ Adminis- 
tration rejected a project due to the lack of good workmanship. 

During the investigation by committee staff members of the com- 
plaints in Redding, Calif., it was established that the inspector made 
a written report to the San Francisco regional office recommending 
that the entire project under discussion be rejected due to the lack 
of good workmanship. The inspector was not supported, the San 
Francisco regional office refused to reject the project as suggested 
by the inspector, and as a result the veterans had serious com- 
slaiets that are itemized in the hearings held by the committee in 
Redding. The committee concluded that had the San Francisco 
regional office supported the inspector and rejected the entire sub- 
division due to poor workmanship, the veterans in that entire area 
would today have better finished homes. 

The subcommittee has found that in many instances builders 
apparently feel that the veteran is buying a low-priced home and 
has no right to expect good workmanship. Where builders have this 
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attitude, it creates a lack of confidence on the part of the home buyer 
and generally results in complaints on construction. 


CONSTRUCTION DEFICIENCIES IN CALIFORNIA 


Listed below are a few of the construction deficiencies found 
by the subcommittee in California. Reference is made to the printed 
hearings on Bee 5 me in Veterans’ Administration Loan Guar- 
anty Program in California” for complete details: 


Sierra Gardens subdivision 

. No reinforcing mesh in patio slabs. 

. Patio slabs less than 4 inches thick. 

Exterior painting of houses very poor. 

Stucco exterior finish not waterproof. 

Sliding glass doors improperly fit. 

Houses painted wrong colors than agreed. 
Repair jobs on asphalt tile poor. 

Mismatched tile used. 

Paint in kitchens not waterproof or washable. 
10. Improper pitch to connection to sewer resulting in backing up of water waste. 
11. Shower without waterproof shower pan. 

12. Mismatched tile in showers. 

13. Improper finish grading of yards. 

14. Nails popping in dry-wall construction. 

15. Partitions crooked due to warping of studs. 
16. Doors improperly finished. 

17. Cabinets improperly finished. 


Atwater subdivision 


Plate glass doors improperly installed. 

Kitchen sinks with wide joints between ceramic tile. 
Built-in electric stoves installed out of level. 
Beams cracking and checking. 

Partitions warping. 

. Nails popping in dry-wall construction. 
Excessive hammer marks on trim. 

. Front doors improperly installed. 

. Nails pushing up through linoleum in kitchens. 
10. Ceramic tile around showers poorly installed. 
11. Sags in garage roofs due to inadequate bracing. 
12. Doors improperly painted. 

13. Telephone poles in center of driveways. 


Sacramento area 


. Rough lumber used for exposed trim. 

Exposed beams badly checked and warped. 

. Partitions warped. 

Nails popping in dry-wail construction. 

Exterior of doors smaller size than called for in specifications. 
Glass breakage in gable ends due to shrinkage of lumber. 

. Floors bumpy due to poor finish of concrete slabs. 


Joy tract 


1. Insufficient support for span of floor joist. 
2. Nails popping in drp-we construction. 

3. Windows need grouting. 

4. Exterior shingles need renailing. 

5. Facia boards of rough and split lumber. 
6. Painting failures on exterior trim. 

7. Poor workmanship in fitting interior trim. 
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CONSTRUCTION DEFICIENCIES IN MOBILE AND LAUREL 


The following are a few of the construction deficiencies noted during 
field inspections by the committee: 


Mobile, Ala. 


Improper grading of yards. 

Plugging vents in brick-veneer walls. 

Poor workmanship on interior trim. 

Rough lumber used in some houses for finish trim, 
Hardwood floors warping and buckling. . 

Paint failures. 

Brick poorly laid. 

Brick used not waterproof, allowing rain to penetrate houses. 
9. Concrete slabs not cleaned before asphalt tile laid. 
10. Heating registers poorly installed 

11. Doors warping. 

12. Parquet flooring poorly laid. 

13. Parquet flooring laid so tight it buckles. 

14. Electric outlets not secured to studs. 


Laurel, Miss. 


Hardwood floors cupping and buckling. 

Doors improperly finished. 

Screens installed not as called for in specifications. 
Nails popping in dry-wall construction. 

Kitchen cabinets finished natural on No. 2 plywood. 
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SUPERVISION BY CENTRAL OFFICE 


The lack of proper supervision of construction by central office and, 
in turn, the lack of proper supervision by the regional offices, has been 
the subject of four recent grand-jury investigations. 


GRAND JURY INVESTIGATIONS 


An investigation was made by a grand jury sitting in and for the 
County of Middlesex, N. J., in 1952, which made certain recommenda- 
tions. A second grand-jury investigation was made in September of 
1955 and it was found that the reports and recommendations of the 
1952 grand jury had been ignored. This second grand jury’s report 
is as follows: 


New Jersey Superior Court, Mippitesex County, Law Division (CrimMina.) 


The grand. jury sitting in and for the county of Middlesex for the September 
1955 session, respectfully makes the following presentment to the court: 

Complaints were received by your grand jury concerning a certain development 
located in the township of Woodbridge, known as Westbury Park. These com- 
plaints covered the construction of the houses and the installation of roads, curbs, 
gutters, and sewers. 

Your grand jury heard approximately 10 witnesses and a committee of the jury 
personally inspected a number of the homes in the development in question. 

In investigaving these complaints your grand jury had the benefit of a present- - 
ment made by a prior Middlesex grand jury, dated June 16, 1953. The testi- 
mony heard by your grand jury indicated that some of the recommendations 
made in the prior presentment have been followed. Others, however, have been 
completely aneeal by municipal officials, and your grand jury is of the opinion 
that immediate and effective municipal action is imperative for the future well- 
being of all communities in Middlesex County. 


> ‘ . . i ; + 3! 
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1, MUNICIPAL ENGINEERS ACTING IN DUAL CAPACITIES 


The presentment of the 1952 extended grand jury contained the following: 

“This grand jurv has found that it has been common practice for developers to 
engage as their engineer on the project the same individual who is acting as engi- 
neer for the municipality in which the development is situated. 

“‘While we have found no case in which an engineer compromised his responsi- 
bility to his municipality, we nevertheless condemn the practice. One cannot 
serve two masters. A municipal engineer is in a particularly advantageous position 
to observe the degree of enforcement of municipal ordinances being practiced by 
the developer. Under such circumstances the engineer should be free of any 
obligation to the developer so that he can protect without embarrassment the 
legitimate interests of the municipality.” 

We are in complete agreement with this pronouncement. And yet in Wood- 
bridge Township, at least, it has been completely ignored. We find that in the 
Westbury Park development the township engineer performed services for the 
builder. While no evidence has been adduced that the engineer compromised his 
responsibility to the municipality, yet a doubt must inevitably arise where, as 
here, defects developed in the roads and the curbs and gutters, the installation 
of which were subject to the inspection of the engineer and his subordinates. We 
are unable to tell whether these defects were the result of faulty construction or 
caused by unforeseen circumstances arising subsequent to construction. The 
doubts in our minds would be considerably less if the engineer had had but a single 
responsibility. Insmuch as the recommendation of a prior grand jury has not 
been followed in Woodbridge Township, we recommend the enactment by all 
municipalities of an ordinance providing that the municipal engineer shal! not, 
so long as he holds the position of municipal engineer, represent any developer 
within the municipality. The ordinance should not only prohibit such dual 
representation but should likewise prohibit any associate or employee of a munici- 

al engineer from representing any developer within the municipality. As stated 

y a prior grand jury, “One cannot serve two masters.’’ If the engineering pro- 
fession is not prepared to police its own membership, such policing should be dene 
by municipal ordinance. 


2. CONTRACTS BETWEEN MUNICIPALITIES AND DEVELOPERS 


In the case of the township of Woodbridge, we find that the contracts between 
the developer and the muuicipality for the installation of roads, sewers and 
curbs and gutters within the development were inadequate in setting forth the 
specifications for such work. We are told that the fixing and enforcement of 
adequate standards for such construction was left to the municipal engineer. 
While so far as we can ascertair in the case under investigation, adequate standards 
were in fact enforced, nevertheless, we frown upon a procedure wherein such 
standards are not embraced in a contract. Municipal officials should make 
certain that the standards to be complied with be carefully spelled out in an 
enforceable agreement. 

In the case under investigation, the erforcement of the contract was presumably 
covered by a performance boad executed solely by the developer. We are not 
in accord with the acceptance by municipalities of this type of bond. Good 
business practice dictates that municipalities demand and receive performance 
bonds with sufficient and adequate surety. 


3. ENFORCEMENT OF BUILDING CODES 


The problem of the enforcement of building codes referred to in the 1953 
presentment appears to continue unsolved. Testimony was received by your 
grand jury to the effect that the building inspector of the township of Woodbridge 
undertook, on his own responsibility, to approve construction not provided for 
by the code. We have no evidence that these deviations were made other than 
in good faith but such deviations, not authorized by the code. should not be 
permitted. There was a complete absence of any recording of the inspections 
made by the building and plumbing inspectors. The only evidence of such 
inspections were the verbal statements made by these inspectors to that effect. 
We recommend that in each municipality the various inspectors be required to 
record ia a book provided for that purpose, the date, the house inspected, and the 
result of each inspection, and that such records be permanently retained in the 
office of the inspector. 
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The building code of Woodbridge Township prescribes standards for electrical 
installations. The building inspector is permitted to and may rely on an in- 
spection by a eres agency provided that written reports of suc agency be 
filed with him. In this regard the code was ignored. No responsibility was 
accepted by the building inspector for electrical installations. He assumed that 
the utility would not supply electricity unless the installation had been examined 
by a representative of the board of fire underwriters. Nevertheless he failed to 
obtain reports of such inspections as required by the building code. 

It was established before the grand jury that the inspection made by the board 
of fire underwriters was made before any electricity is supplied. ere is no 
inspection after the current is turned on. We are of the opinion that there should 
be an inspection made subsequent to the supplying of service. This inspection 
should be required by the building code of each municipality. 


4. CONSTRUCTION OF HOUSES 


The houses in Westbury Park were constructed with an exhaust fan located 
over the kitchen stove. The vent from this fan led to the open attic. When 
in operation the fan expelled the fumes into the open attic rather than outside 
the house. We condemn this type of installation as a fire hazard. 

The building code of Woodbridge Township provides that “space between 
supports shall be no more than 7 feet.” This provision was not enforced. It 
either should be enforced or if too stringent, it should be deleted from the code. 

The inspection report made to the grand jury by its committee indicated 
that the construction of the model home contained superior workmanship as 
compared with other houses in the development. 

A veteran contemplating the purchase of a home in so-called veterans’ housing 
developments is admonished, before taking title, to carefully examine the house 
so as to make certain that his proposed home conforms in all respects to the model 
house which induced his purchase. 

A representative of the development testified before your grand jury and un- 
equivocally took the position that the price paid by the veteran for his home was 
fair. He stated that they were prepared to repurchase any house sold to any 
veteran for the original purchase price, plus the costs of any additional improve- 
ments made by the veteran. Vhile such an offer cannot excuse inadequate 
construction, we nevertheless mention this proposal in this presentment. 

This investigation of your grand jury of veterans’ housing is the second in our 
county within a relatively short time. In addition, the Raines committee of the 
United States House of Representatives made a similar investigation on a country- 
wide basis. All of these investigations show much shoddy construction in large 
scale low-cost housing. Such construction is likely to result in slum areas in the 
not too distant future. In order to prevent such results in Middlesex County 
your grand jury recommends: 

1. That each municipality enact an ordinance prohibiting a municipal engineer 
from acting as engineer for a developer within such municipality. 

2. That in any development of 10 houses or more, the issuance of a building 
permit be contingent upon a review thereof by the governing body so that the 
character of the development be approved by the governing body before construc- 
tion commences. 

3. That the inspection fees charged by a municipality be sufficient to insure that 
such inspections be thorough and adequate without placing too great a burden 
on the municipality. 

4. That each municipality take a good hard look at existing codes and ord- 
inances dealing with home construction, then make such changes as may be 
indicated and necessary to produce substantial aod durable housing in their 
community. 

5. We are impelled to urge United States Senators H. Alexander Smith and 
Clifford P. Case, and Congressmen James Auchincloss and Peter Frelinghuysen, 
to use their good offices for a reexamination of the Veterans’ Admiaistration 
personnel. The best interests of the veteran, from the national level, can, and 
must, be protected by an absolute and uncompromisiag insistence of compliance 
with plans and specifications approved by the Veterans’ Administration for so- 
called veterans’ financing. This, we feel, is available, in the first instance through 
the Veterans’ Admiristration. 

» 6. That copies of this presentment be forwarded to the mayor of each governing 
body, with instructions that it be read at a regularly scheduled public meeting, 
and ordered spread in full upon the official minutes of each municipality. 
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7. That our successor grand jury ascertain, during their term, whether or not 
there has been municipal compliance with our directions and that appropriate 
action be taken against delinquent or noncomplying municipalities. 

We feel constrained to conclude with the admonition that future grand jury 
action will be averted if the muvicipal scalpel of good government is used un 
sparingly to cut away the cancerous growth of incompetence or indifference in 
connection with building construction within the county of Middlesex. 

Respectfully submitted. 

Mrippiesex County Granp Jury 

SEPTEMBER 1955 Spsston 

Water Muuusr, Foreman. 
Dated: December 22, 1955. 


The grand jury for the United States district court sitting in El 
Paso, Tex., on April 8, 1954, made a report concerning irregularities 
in the loan guaranty program of the Veterans’ Administration in E] 
Paso. The report of the grand jury is as follows: 


STATEMENT OF THE GRAND JURY 


We, the grand jury for the United States district court sitting at El Paso, Tex., 
on this, the 8th day of April, 1954, at the concluding of several days of investiga- 
tion, make the following report concerning alleged violations of the veterans’ 
loan guaranty law: 

On the basis of testimony submitted to the grand jury, much of it conflicting, 
it is found that the intent of veterans’ guaranty loan rights has been widely mis- 
interpreted. It is believed that the conditions under which the alleged have 
occurred indicate a o— laxity and disregard for the intent of the law by some 
veterans, mortgage firms, or lenders, real estate agents, legal advisers and by the 
Veterans’ Administration itself. 

In view of the number of veterans and others who are implicated, and with an 
understanding of the conditions, it is the intention of the grand jury to condemn a 
loose practice of procedure that made it possible for all those involved to take 
undue advantage of the situation. 

Inasmuch as the indictment of the few cases presented would in no way correct a 
condition that existed in prior years and would work an undue hardship on some, 
and now having evidence that such practices have ceased, the grand jury has not 
seen fit to indct anyone in this regard. 

J. W. BEearp, 


Foreman of the grand jury. 
Endorsed: 
Statement of the Grand Jury, filed April 8, 1954, 
Maxey Hart, Clerk, 
By Paving G. Sirvers, Deputy. 
A federal grand jury investigated complaints of veterans’ housing 
in Franklin County, Ohio, and filed its report on December 12, 1955. 
This grand jury centered its inquiry on a housing project built by 
William H. Davis in North Linden, Ohio. The inquiry was started 
on October 17 and during the 21 days of the investigation the jurors 
heard 209 witnesses including 167 veterans, who lived in the mt ma 
sion built by William H. Davis, who had complaints regarding the 
construction of their homes. 
The Ohio grand jury’s report is as follows: 


SuPpPLEMENTAL REPORT OF THE GRAND JURORS OF THE UNITED STATES FOR THE 
SouTHERN District or On10 on Davis Hovusine SUBDIVISION 


To Hon. Me.u G. UNDERWOOD 
Chief Judge, United States District Court, Southern District of Ohio, 
Columbus, Ohio, December 12, 1955 
After hearing evidence given by some two hundred and nine (209) witnesses 
including one hundred onl sixty seven (167) veterans living in the William H. 
Davis Subdivision, Columbus, Ohio, the Federal Grand Jury assigned by you to 
investigate this subdivision, of which the Veterans’ Administration of the Federal 
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Government has guaranteed payment of the loans on the homes in this subdivision, 
submit the following supplementary report: 

1. There was little or no competent supervision during the construction of this 
subdivision. 

2. Every sub-contractor (possibly excepting the man who weather-stripped the 
doors) was guilty of gross negligence and sloppy, careless work. 

3. In several instances substitution of inferior materials was permitted and 
used in place of materials called for in “Specs.”’ 

4. The carpenter subcontractor was either ignorant of what comprises good 
construction or was intentionally guilty of poor, careless work. 

5. The sub-contractor who dug the trenches for the footers was careless in 
measurements. 

6. The subcontractor pouring the cement footers was also careless in measure- 
ments as evidence shows that in some cases the concrete blocks when laid to fit the 
dimensions of the house did not rest or fit properly on the footer and in the pouring 
of the cement slab there was undue carelessness in following ‘‘Specs’’ especially so 
7 = to proper bedding of heating conduits, leveling and proper thickness 
of slab. 

7. The “Prefab” subcontractor was especisily careless in selecting materials 
as called for in “Specs” for the manufacturing of the walls, partitions, trusses 
etc. Materials used were often of poorer quality and lower grade than calle 
for in “Specs.” Evidence will bear out the fact that many prefab units used were 
poorly manufactured. 

8. Again, as mentioned before, many units were used which should have been 
rejected. Also regardless of this the subcontractor responsible for the joining 
or application of these units on the home site was very careless and lax in the 
proper joining or assembling of these units. 

9. The faulty construction and poor application of the units, plus careless 
insulation caused such a condition as to make it impossible to properly heat 
these homes, due to the vast amount of air infiltration through cracks around 
the perimeter plate, the window frames and doors, the electrical outlet openings, 
the joining of prefab units, and the plumbing openings—all contributed to the 
inefficiency of the heating units which in many homes were not properly installed. 

10. The subcontractor doing the dry wall work was either not trained for this 
type of work or used untrained workmen poorly supervised. 

11. The subcontractor laying the floors often completed the work when slabs 
were not properly prepared for laying and at times when houses were not properly 
heated, conducive to good work. 

12. Shoe mold which was very necessary was originally omitted from all homes. 

13. ‘Specs’ called for three coats of paint. Only two coats were contracted for. 
Evidence was given that the prefab manufacturer recommended and stated that 
the base or prime coat applied by them was as good as two coats of regular paint 
and this recommendation was accepted and passed by inspectors. 

14. The subcontractor doing the electrical work was careless in that wall 
sockets often were not square or properly fitted, openings cut in dry walls were 
often too large, permitting infiltration of air, some of the outlets were poorly 
anchored. . 

15. The subcontractor doing the grading was careless in that water often 
drained toward the house, especially in backyards. Evidence shows that in 
many homes water penetrated through outer foundation walls, then under 
cement slab floor and into the heating ducts. Water sometimes collected in 
floor heat registers. 

16. From the evidence at hand the Veterans Administration was very lax in 
the following ways: 

a. Making thorough and proper inspections, 
b. In permitting the VA stamp of approval to be used on these homes, 
c. In employing inspectors either not qualified or lax in making inspections. 

Many of the purchasers of these homes trusted the VA and because of VA 
approval, took for granted that they were being treated fairly and squarely 
therefore were anxious to take advantage of what they supposed was a “good 
deal’”’ for them. 

17. The very fact that the original owner and promoter of this subdivision has 
publicized his extreme willingness to “right all wrongs” leads this Jury to believe 
he admits guilt in so far as faulty construction, and in many instances the use of 
inferior materials, is concerned. However, testimony before this Grand Jury 
shows that he has been reluctant to follow through to the extent of his original 
statements regarding adjustments or repairs. His real policy appears to be one 
of compromise or bargaining with each individual purchaser. 
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18. Testimony shows that the majority of the purchasers in arriving at a 
‘Compromise’ or ‘Bargaining’ basis signed a ‘Release’ feeling this was a ‘Must’ 
in order to share in the ‘Benefits’. Evidence also shows that some purchasers 
signed a ‘Release’ unknowingly—thinking, they were signing a ‘Work Order’ or 
‘Permit’ to enter home. 

It is the opinion of this Grand Jury after hearing the evidence by testimony 
that these homes are faulty due to 

1. Incompetent and careless supervision in construction from beginning to end. 

2. Lax and careless inspections by the VA and its Agents. 

3. Evidence proved that this subdivision was promoted and constructed when 
the demand for housing was such as to induce a Sellers ready market. Such being 
the case little effort was devoted to sales and much stress was exerted toward 
the completing the subdivision just as rapidly as possible regardless of whether the 
work was done right or wrong. Inspectors showed an inclination to take too 
much for granted and allowed this careless, sloppy type of work to be approved. 

4. Evidence failed to show any graft, bribery or any infractions against the 
United States Government which the majority of this Grand Jury feels were 
intentional. 

Eart Foux, Foreman. 

We, the Grand Jury, wish to commend Hugh K. Martin, U. 8. Attorney, and 
George Heitzler, Assistant U. 8. Attorney for their diligent and thorough presen- 
tation of all the evidence in this Housing Subdivision investigation and: their 
complete cooperation with us in their duties as our legal advisers. We also desire 
to thank Judge Underwood for his courteous and fair treatment accorded this 
Grand Jury. 

(s) Eart Foux, Foreman 
(and signed personally by each of the 23 Grand Jurors). 


RECOMMENDATIONS OF SUBCOMMITTEE IGNORED 


The subcommittee concludes, in view of the foregoing, that the 
Veterans’ Administration ignored the conclusions of the select com- 
mittee in 1952 and it is necessary to again call the attention of the 
Administrator to the fact that the loan-guaranty program cannot be 
successful if supervision of construction is permitted to be lax and 
ineffective. The Administrator should intensify central office super- 
vision of regional offices and should immediately take steps to tighten 
the supervision of construction and rigidly enforce the provisions of 
the act authorizing him to suspend builders who do not immediately 
cooperate in correcting deficiencies in construction. 

It is recommended that the Administrator consider a procedure 
which would require project builders to qualify on the basis of ex- 
perience before approval of their plan is issued. 


CONFLICT OF INTERESTS OF VETERANS’ ADMINISTRATION FEE 
APPRAISERS AND INSPECTORS 


Complaints have been received by the committee that in certain 
areas there is a conflict of interest between the private business inter- 
ests of the Veterans’ Administration fee appraisers and inspectors and 
their Veterans’ Administration assi ents. In addition, the com- 
mittee has reviewed the reports of the Investigation Service covering 
a period of the last 4 years, and has found that this Service has investi- 
gated and reported to the Administrator many personnel irregularities 
involving a conflict of interest on the part of Veterans’ Administration 
fee personnel. Typical of the situations called to the attention of the 
committee and reported by the Investigation Service are— 

1. The acceptance of substantial gifts from builders, lenders, 
and real-estate operators. 

2. Acceptance of loans from lenders participating in the loan 
guaranty program. 
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3. Interlocking interest relating to rexl-estate ventures. 

4. Cutrate considerations on building materials. 

5. Participation in architectural firms, engineering firms, and 
land planning firms when such firms do business with builders 
operating under the Veterans’ Administration loan guaranty 
program. 

6. Various business ventures involving the mutual interest of 
fee personnel and builders operating under the Veterans’ Admin- 
istration. 

As a result of the investigation by the subcommittee, and the Inves- 
tigation Service’s reports, the following questions are raised: 

1. Should fee personnel be permitted to own part of a land 
development and sell the land to builders, and then appraise or 
inspect the project? 

2. Should fee personnel own an interest in, be employed by, or 
operate an architectural, engineering, or land planning firm 
which renders services to the builders and later accepts an assign- 
ment to appraise projects which involves architectural, engineer- 
ing, or land planning services by the firm in which the fee per- 
sonnel had an interest? 

3. Should a fee appraiser appraise a project and later accept 
exclusive sales rights for the homes 

4. Should fee personnel appraise or inspect property for 
builders who are purchasing insurance or title service from a 
company in which the fee person has an interest? 

5. Should fee personnel own an interest in a project developed 
by a builder mf accept assignments in other areas on behalf of 
the same builder? 

6. Should fee personnel who have an interest in or represent 
building supply io accept assignments for builders who deal 
extensively with such supply firms? 

Veterans’ Administration form 4-1803, ‘Appraisal report’? and 
form 4—1839 ‘‘Compliance inspection report”’ both contain a certifica- 
tion that the appraiser or inspector has no interest in the property. 
The certifications read as follows: 


INSPECTOR’S CERTIFICATION 


CERTIFICATION—I certify that I have carefully inspected the above property 
in which I have no interest, present or prospective, and that I have reported herein 
all conditions observed to be at variance with VA minimum property require- 
ments, approved plans and specifications, and any specific requirements for off-site 
improvements relating to the property inspected 


(Date) (Signature of designated compliance inspector) 


APPRAISER’S CERTIFICATION 


I HEREBY CERTIFY that (a) I have carefully viewed the Property described in 
this report, INSIDE AND OUTSIDE, so far as it has been completed; that (6) it is the 
same property that is identified by description in my appraisal assignment; 
that (c) I have no interest, present or prospective, in the applicant, property, or 
mortgage except: 


and that (d) I estimate the reasonable value “‘as is’? $._.......--.. When the 
repairs outlined above are made the reasonable value will be increased by at least 
the amount of the cost of such repairs. 








VETERANS LOAN GUARANTY PROGRAM 47 


The Veterans’ Administration’s instructions on the use of the forms 
and their regulations fail to define the meaning of interest, as it appears 
in the certifications. The instructions only mention the certifications, 
stating they must be executed. 

In order for the veterans’ interest to be completely protected, the sub- 
committee believes it is necessary that the fee appraiser and inspector 
have absolutely no interest directly or indirectly in the property. 

The subcommittee concludes that the Administrator should pro- 
mulgate regulations that define in detail the area of conflict of interest 
and should discontinue use of fee personnel falling within the purview 
of the regulations. 

In 1949 the Investigation Service prepared a questionnaire to be 
completed by salaried personnel of the Veterans’ Administration in 
which they were to indicate any and all sources of outside income, 
outside business connections, receipt of gifts, considerations, and so 
forth. The Loan Guaranty personnel, together with all of the per- 
sonnel of the regional offices, were peneined 4 complete the question- 
naire and acknowledge it under oath. These questionnaires disclosed 
questionable activities on the part of some salaried personnel and in 
at least one instance the statement was the basis for a conviction of a 
loan guaranty officer who perjured himself in the completion of the 
questionnaire. The questionnaire referred to was not completed 
by fee personnel and the Veterans’ Administration has no procedure 
or regulation at this time which requires the regional offices to obtain 
from the fee personnel a disclosure of their business activities outside 
of their Veterans’ Administration assignments. As long as the regional 
offices have no regulations on conflict of interest and are not aware of 
the scope of the fee personnel’s activities in private business relating 
to real-estate developments, land planning, sales, architectural and 
engineering firms, and other business relating to the loan guaranty 
program, there is little possibility for the regional offices to exercise 
judgment in making major assignments or to evaluate complaints of 
fayncitine which constantly arise. 

The subcommittee is of the opinion that the Veterans’ Adminis- 
tration should adopt a procedure whereby the fee personnel would 
be required to periodically disclose the scope of their outside activities 
that relate directly or indirectly to the loan guaranty program, The 
Veterans’ Administration should also adopt a firm policy concerning 
conflict of interest in cases of fee personnel and this policy should be 
published and furnished all fee personnel and their receipts taken to 
assure distribution and understanding of the policy. 


ALLEGED MISCONDUCT OF VETERANS’ ADMINISTRATION STAFF 
EMPLOYEES 


The Investigation Service of the Veterans’ Administration has, in 
our opinion, performed an outstanding service to the Veterans’ 
Administration in its vigorous and thorough investigation of irregu- 
larities in the loan guaranty program. 

From time to time the committee has suggested that the Adminis- 
trator give more attention to the findings of the Investigation Service 
and use this service to police the activities of all of the programs 
which he administers. The select committee which investigated the 
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veterans’ loan guaranty program during the 82d Congress recom- 
mended as follows in its report to the Congress (H. Rept. No. 2501): 

7. The Inspection and Investigation Service should be supported by the 

Administrator of Veterans’ Affairs and-the Congress in inauguarating an inspection 
rogram calculated to prevent the development of serious irregularities in the 
oan guaranty program. [Emphasis supplied.] 

The recommendation quoted above apparently did not receive 
serious consideration on the part of the Veterans’ Administration. 
This subcommittee concurs in the select committee’s recommendations 
and is of the belief that a proper utilization of facilities available 
through the Investigation Service and more careful attention to the 
findings of that Service would be of inestimable benefit to the Admin- 
istrator of Veterans’ Affairs in his administration of the various 
programs operated under his supervision. 

The subcommittee has reviewed a majority of the reports of investi- 
ations conducted by the Investigation Service during recent months. 
t is observed that although the Investigation Service has reported 

on matters involving the misconduct of Veterans’ Administration 
staff employees, administrative action which has been taken in some 
of these cases has been inconclusive. 

Summarized below are typical cases of personnel failures which 
have created serious problems in the administration of the loan 
guaranty program. 


Report No. 1 
The investigation report states: 


Investigation disclosed that Mr. , chief appraiser, by his improper 
supervisory methods, has demonstrated a serious lack of administrative ability 
for that position resulting in large personnel turnovers, general lowering of morale 
and marked deterioration of his effectiveness. 


The investigation report goes on to state that the manager— 


exercised extremely poor judgment, compromised his position, and acted in a 
manner unbecoming his official station and prejudicial to the interests of the 
Veterans’ Administration in that he knowingly and willfully misused Veterans’ 
Administration space, equipment, and property over which he had personal and 
supervisory responsibility; utilized the service of Veterans’ Administration 
employees during official working hours for his own personal use and accepted the 
gratuitous service of subordinate employees * * *. 


Report No, 2 
The investigation report disclosed that the Chief of the Loan Service 
and Claims Section— 


Caused a purchaser to believe that $650 would be required to satisfy the delinquent 
payments in assuming the loan and permitted Mr. , county service 
officer, to retain $268.76 of the downpayment without the purchaser’s knowledge 
or consent. 


The report goes on to state that an official of the Veterans’ Admin- 
istration central office staff— 


failed to bring to the attention of responsible officials a report made to him on 
June 26, 1952, by the loan guaranty officer containing apparent serious irregular- 
ities in connection with the loans. 














Further, the report states: 


Indications that 21 additional veterans may have obtained direct loans to purchase 
houses which they did not opoups ; which cases were not considered in this investi- 
gation but were referred to the BI 
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Report No. 3 


The investigation report brought the following to the attention of 
the Administrator on June 24, 1952. The report states: 


The loan guaranty officer is tactless, domineering, sarcastic, and inconsiderate 
in his attitude and relationship, not only with loan guaranty employees, but with 
many persons having official business dealings with that division and this attitude 
and demeanor, together with his known personal dealings with the contractor 
mentioned above, has created a low state of morale among the employees of the 
Loan Guaranty Division and has abetted the feeling of criticism of the loan 
guaranty officer and a loss of respect for the Veterans’ Administration by persons 
having official business with him. 


Report No. 4 


_ The investigation report set forth the following eight irregularities 
involving the administration and operation of the loan guaranty pro- 
gram and stated: 


The irregularities as well as others not referred to in this brief are attributed 
to the lackadaisical attitude and inefficient operation and supervision of the loan 
guaranty program by Mr. , loan guaranty officer, ————, chief 
appraiser, and , construction analyst. 

1. Deviations from specifications and failure to comply with minimum 
construction requirements, with no effective action being taken by Loan 
Guaranty officials to correct such conditions. 

2. Easements were permitted to be imposed on some lots without complying 
with established VA procedure. 

3. Escrowed funds were inadequate to insure completion of unfinished 
work, and, in many instances, were permitted for unauthorized purposes. 

4. Laxity in supervision of the appraisal and compliance inspection 
program. 

5. Favoritism to certain fee appraisers, compliance inspectors, and builders. 

6. Although key officials did not follow a consistent policy of favoring 
builders in preference to veterans, observers could reasonably conclude that 
such a condition existed because of failure of loan guaranty officials to 
carry out the responsibilities of their positions. 

7. Possibility of criminal violations by certain designated fee appraisers 
and compliance inspectors. 

8. Receipt of gifts and gratuities from persons doing official business with 
the Veterans’ Administration. 


Report No. 5 


The investigation report called the following to the attention of the 
Administrator: 


The loan guaranty officer of the ———— regional office is considered primarily 
responsible for ineffective direction of his personnel and failure to enforce govern- 
ing VA regulations and procedures on fee appraisers, compliance inspectors, and 
builders. 


Report No. 6 


The investigation report brought the following to the attention of 
the Administrator concerning an assistant loan guaranty officer who 
was under active consideration for appointment as loan guaranty 
officer: 


It was further alleged that Mr. — has a police record, has been involved 
in litigations repeatedly, and has been in default on his GI loan. Regarding the 
police record allegation, the — police department records show 7 arrests of 
which 5 were for traffic violations, 1 for passing worthless checks, and 1 for 
investigation. The ——-— police department records [in another city] show 
1 arrest for drunk in a public place and 1 arrest for drunk driving and accident. 
The police department records [in a third city] show one arrest for hit- 
and-run driving. Mr. admitted to some of those arrests and on others 
claimed it was a case of mistaken identity. Sometime after the arrest Mr. ———— 
executed an oath of office and declaration of appointee form on which he denied 
any arrests since the filing of his application. 
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With respect to the allegation concerning litigation, the investigation developed 
that Mr. —-——— was sued for nonpayment of debts. Mr. —-—— was also sued 
by ———— as a result of the accident in which he was arrested for drunken driving 
and accident, previously referred to. The Internal Revenue Service filed a lien 
against Mr. —-——— for Federal income taxes, and the —— State Tax Com- 
mission filed enrolled judgments against him for State income taxes. In August 
and September of 1954 he was in default on his GI loan ——-—- ———. 


Report No. 7 
The investigation report concluded that the chief appraiser — 


Favored the builders in committee cases by using higher cost indexes in 
preparing cost breakdowns than had been established for the area in which the 
properties were located. The operations of the appraisal section were disorganized 
and a general state of confusion existed because of weakness of supervision and 
lack of administrative ability on the part of the chief appraiser. 


The report concludes: 





loan 








The tenor of the entire report reflects adversely upon 
guaranty officer and shows his lack of sound administrative judgment. 


MANAGERIAL RESPONSIBILITY 


During the recent reorganization of the Veterans’ Administration, 
the Administrator delegated the authority and responsibility for the 
operation of the loan guaranty program in the regional offices to the 
managers. The subcommittee was unable to find a single instance of a 
failure in the operation of the loan guaranty program or misconduct on 
the part of loan guaranty personnel which was considered by the 
Veterans’ Administration central office to be a failure on the part of 
the regional office manager to discharge his responsibility. In all 
instances, except those directly involving the manager, the managers 
have been charged with little or no responsibility for irregularities 
occurring in the office under their supervision. 

In addition to the excellent facilities available through the Central 
Office Investigation Service, each regional office manager is assigned a 
chief attorney with a staff of investigators which are available locally 
for constant check and review of alleged irregularities. The subcom- 
mittee finds that very few regional office managers have availed them- 
selves of this method of policing their own local program. 

The House Select Committee in its report of September 11, 1952, 
made the following recommendations: 

The Congress, the Veterans’ Administration, and the Civil Service Commission 
should support a program which will provide adequate civil-service ratings and 
appropriations sufficient to attract competent professional employees in the fields 
of appraisal, land planning, and architectural design. The Veterans’ Adminis- 
tration should intensify supervision of its appraisal and compliance inspection 
systems. 

The subcommittee concludes that personnel problems of the loan 
guaranty program have not been given proper attention by the 
Administrator. Proper attention has not been given to the obtaining 
of adequate grades for the employees and the selection of the staff. 
Proper attention has not been given to corrective action which should 
have been taken in cases of irregularities called to the attention of 
the Administrator. The cases under investigation in Wilmington, 
Del., and Columbia, Tenn., appear to be cases in point. 

































VETERANS LOAN GUARANTY PROGRAM 51 


IRREGULARITIES REFERRED TO THE DEPARTMENT OF JUSTICE BY 
THE REGIONAL OFFICES 


The Veterans’ Administration regional offices have referred many 
cases of alleged irregularities in the loan guaranty program to the 
Department of Justice for investigation and prosecution under one 
or more of the following sections to the United States Criminal Code: 


289. False claims for pensions. 

Whoever knowingly and willfully makes, or presents any false, fictitious or 
fraudulent affidavit, declaration, certificate, voucher, endorsement, or paper or 
writing purporting to be such, concerning any claim for pension or payment 
thereof, or pertaining to any other matter within the jurisdiction of the Adminis- 
trator of Veterans’ Affairs, or knowingly or willfully makes or presents any paper 
required as a voucher in drawing a pension, which paper bears a date subsequent 
to that upon which it was actually signed or acknowledged by the pensioner; or 

Whoever knowingly and falsely certifies that the declarant, affiant, or witness 
named in such declaration, affidavit, voucher, endorsement, or other paper or 
writing personally appeared before him and was sworn thereto, or acknowledged 
the execution thereof— 

Shall be fined not more than $10,000 or imprisoned not more than five years, or 


both. 


371. Conspiracy to commit offense or to defraud United States 


If two or more persons conspire either to commit any offense against the United 
States, or to defraud the United States, or any agency thereof in any manner or 
for any purpose, and one or more of such persons do any act to effect the object of 
the conspiracy, each shall be fined not more than $10,000 or imprisoned not more 
than five years, or both. 

If, however, the offense, the commission of which is the object of the conspiracy 
is a misdemeanor only, the punishment for such conspiracy shall not exceed the 
maximum punishment provided for such misdemeanor. 


1001. Statements or entries generally 


Whoever, in any matter within the jurisdiction of any department or agency 
of the United States knowingly and willfully falsifies, conceals or covers up by any 
trick, scheme, or device a materia! fact, or makes any false, fictitious or fraudulent 
statements or representations, or makes or uses any false writing or document 
knowing the same to contain any false, fictititious or fraudulent statement or 
entry, shall be fined not more than $10,000 or imprisoned not more than five 
years, or both. 

Whoever knowingly makes, effects, or participates in a sale of any property to 
a veteran for a consideration in excess of the reasonable value of such property as 
determined by proper appraisal made by an appraiser designated by the Adminis- 
trator, shall, if the veteran pays for such property in whole or in part with the pro- 
ceeds of a loan guaranteed by the Veterans’ Administration under section 501, 
502, or 503 of this title, be liable for three times the amount of such excess con- 
sideration irrespective of whether such person has received any part thereof. 

Actions pursuant to the provisions of this section may, be instituted by the 
veteran concerned, in any United States district court, which court may, as a part 
of any judgment, award costs and reasonable attorneys’ fees to the successful 
party. In the event the veteran shall fail to institute any action hereunder within 
thirty days after discovering he has overpaid, or having instituted an action shall 
fail diligently to prosecute the same, or upon request by the veteran, the Attorney 
General, in the name of the Government of the United States, may proceed there- 
with, in which event one-third of any recovery in said action shall be paid over to 
os veteran and two-thirds thereof shall be paid to the Treasury of the United 

tates. 

The remedy provided in this section shall be in addition to any and all other 
penalties imposed by law. 


The cases referred to the Department of Justice involving the loan 
guaranty ern include the following types of irregularities: 
1. Payment of sums in excess of the reasonable value as estab- 
lished by the Veterans’ Administration on the property. 
2. Misuse of veterans’ entitlement relating to business loans. 
3. Circumvention of credit restrictions. 
4. Sale of entitlement. 
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PAYMENT OF SUMS IN EXCESS OF REASONABLE VALUE 


Section 501 (a) (3) of title 3 of the Servicemen’s Readjustment 
Act contains the following requirements: 

That the purchase price paid or to be paid by the veteran for such property 

or the cost of such construction, alterations, or improvements, does not exceed 
the reasonable value thereof as determined by proper appraisal made by an 
appraiser designated by the Administrator. 
Typical of cases of alleged violation of this section of the law are cases 
where the veteran was required to execute a second mortgage for an 
amount over and above the reasonable value as established by the 
Veterans’ Administration. These additional payments varied from 
$500 to $2,000, and in many instances the veteran was required to 
make a cash “side payment” or ‘“under-the-table payment’ in 
excess of the reasonable value. 

The law provides, as stated above, that in cases where a veteran is 
charged more than the reasonable value as established by the Veterans’ 
Administration, the veteran may sue and recover triple damages for 
the excessive payment. The law also provides that in the event the 
veteran fails to bring such action within 30 days after he has discovered 
that he was overcharged, the Attorney General of the United States, 
in the name of the Government, may proceed to institute such suit 
and upon recovery pay over to the veteran one-third and two-thirds 
thereof shall be paid over to the Treasurer of the United States. 

In a review of all of the cases submitted to the Department of 
Justice by the Veterans’ Administration, the subcommittee failed to 
find a single instance reported by the Veterans’ Administration in 
which such a suit was brought by the Attorney General on behalf of 
the Government. In one instance the matter of overcharging was 
brought to the attention of the Department of Justice for criminal 
prosecution for an excessive charge to the veteran, over and above the 
reasonable value as established by the Veterans’ Administration, and 
prosecution was declined. The veteran then retained a firm of 
attorneys, brought a civil suit and was successful in recovering. The 
subcommittee is informed that the same evidence was used in the civil 
suit as was presented to the Department of Justice, and the civil jury 
was able to find a verdict in favor of the veteran. This raises the 
question as to why this same evidence could not have been presented 
to a grand jury for a criminal indictment for false statements on the 
part of the seller. 


MISUSE OF VETERANS’ ENTITLEMENT RELATING TO BUSINESS LOANS 


The numerous alleged irregularities that have been referred to the 
Department of Justice by regional offices concerning the business loan 
program of the Veterans’ Administration includes submission of false 
statements and affidavits from persons representing themselves to be 
in business and to be the employer of the veteran seeking the loan. 

Some of the typical cases brought to the attention of the Department 
of Justice are cases where a person has letterheads made showing that 
they are in businesses such as industrial refrigeration repair service, 
television repair service, or industrial and commercial plumbing 
service. These persons write a letter on the fictitious letterhead to 
the Veterans’ Administration stating that the veteran is employed by 
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them, and is subject to 24-hour call, and that he needs a truck or 
automobile and they allege that a salary is paid the veteran and 
participate in falsifying a credit report. They file the letter for the 
sole purpose of inducing the Veterans’ Administration to guarantee 
the loan for the purchase of the truck or automobile, that they 
themselves are selling to the veteran. Many such cases have been 
referred to the Department of Justice and prosecution declined. 
Other similar cases of misrepresentation have been referred to the 
Department of Justice by the Veterans’ Administration and prosecu- 
tion has been declined on the grounds that the Government has not 
experienced a loss on its guaranty as a result of the irregularities. 
There is no assurance, however, that the Government will not suffer 
a loss in the future as a result of its guaranty and the subcommittee 
concludes that lack of action on the part of the Justice Department 
tends to encourage more abuse. 


CIRCUMVENTION OF CREDIT RESTRICTIONS 


In order to protect the economic welfare of the Nation, credit re- 
strictions have been issued, from time to time, restricting credit and 
requiring cash payments to be made as a downpayment on the pur- 
chase of a home. The last credit restrictions issued are as follows: 

To activate the request of the President that the agencies involved in housing 
finance take immediate steps within their existing authority to moderate Govern- 
ment supports to housing credit thereby helping to conserve available materials 
and labor, the following will be put into effect immediately: 

No * * * certificate of guaranty will be issued after this date unless the 
veteran makes a cash downpayment of an amount equal to at least 5 percent 
of the purchase price * * *. 

Each application and loan report * * * to be accompanied by a declaration 
signed and dated by the veteran and spouse or other obligator, as follows: 

“‘The undersigned hereby declare(s) that in respect, to the cash payment re- 
quired by the Veterans’ Administration to be made in connection with the loan 
described in the accompanying application or report he (they) has (have) not 
incurred, and will not incur, individually or otherwise, any unpaid contractual 
obligation on account of such requirements, * * *’”’ 


Numerous cases have been referred to the Department of Justice 
regarding irregularities and violations of these credit restrictions. 
Typical of these cases are those in which the seller certified to the 
Veterans’ Administration that the veteran had made the ‘“cash’’ 
downpayment, listing the exact amount, when in fact the veteran had 
made no cash payment. In other cases, the certification would be 
made that the ‘“‘cash’’? payment had been made when in fact the 
veteran had executed a second mortgage for the ‘cash.’’ 

A review of the report of the Veterans’ Administration shows that 
numerous cases were submitted to the Department of Justice by the 
Veterans’ Administration of alleged irregularities and violations of the 
credit restrictions; however, there were no indications of prosecution 
by the Justice Department. 


SALE OF ENTITLEMENT 


The sale or misuse of veterans’ entitlement has been the subject of 
the first section of this report. In addition to the cases mentioned 
therein, the Veterans’ Administration has referred numerous cases of 
alleged irregularities in the use of a veterans’ entitlement to the 
Department of Justice. 
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Typical cases referred to the Department of Justice by the regional 
offices include the outright sale of a veterans’ entitlement, all parties 
knowingly making false statements to the Veterans’ Administration 
about the veteran’s intent to occupy the house as his home. In other 
instances, the veteran used his entitlement for the purchase of a home 
for his next of kin, and at the time he purchased the home, he owned 
a home, which fact he failed to disclose to the Veterans’ Administration. 

Violations of this section of the criminal code have resulted in several 
indictments and prosecutions by the Department of Justice. A re- 
view of all of the cases referred by the Veterans’ Administration indi- 
cates that there are numerous cases still pending in the Department of 
Justice. The committee has investigated several cases which involved 
real-estate operators who were buying and obtaining veterans’ housing 
entitlements on a wholesale basis. 


SUSPENSION OF BUILDERS AND LENDERS FROM PARTICIPATION 
IN THE VETERANS’ HOUSING PROGRAM 


The Servicemen’s Readjustment Act of 1944, section 504 (a), 
provides the Administrator of Veterans’ Affairs with the authority 
to promulgate such rules and regulations, not inconsistent with the 
law as amended, as are necessary and appropriate for carrying out the 
provisions of the law. Under this authority, the Administrator, 
from time to time, issued regulations governing participants in the 
Veterans’ Administration loan guaranty program which were designed 
to protect veterans from excessive charges, illegal practices, and 
general violations of the act. Under these regulations, the Admini- 
strator could suspend those guilty of violating such regulations. This 
threat of suspension was not taken seriously by many of those partici- 
pating in the program, since the regulations were regarded as a state- 
ment of an administrative policy and were not specifically set forth 
in the form of a public law. The suspension threat was difficult to 
enforce and of little use in policing the loan guaranty program. 

Thousands of builders, real-estate operators, and lenders participate 
in the program and, fortunately, the vast majority are scrupulously 
honest; however, in a program of this magnitude and involving 
participation of all types of people and firms, there are always a few 
who, rather than abiding by and following the rules and regulations 
and laws covering the transactions, choose to do business in their own 
way, with total disregard for the rules and regulations or laws, to the 
detriment of others, for their own gain. 

To give support to the Administrator to suspend builders and 
lenders whose activities were questionable, the 82d Congress enacted 
Public Law 550 and made the suspension authority a matter of law 
rather than an administrative policy. 

Section 304 of Public Law 550 reads as follows: ‘ 

The Administrator shall have the right to refuse to appraise any dwelling or 
housing project owned, sponsored, or to be constructed by any person identified 
with housing previously sold to veterans under this title as to which substantial 
deficiencies have been discovered, or as to which there has been a failure or indi- 
cated inability to discharge contractual liabilities to veterans, or as to which it is 
ascertained that the type of contract of sale or the method or practices pursued 
in relation to the marketing of such properties were unfair or unduly prejudicial 
to veteran purchasers. 
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The foregoing, section 304, pertains primarily to builders participa- 
ting in the VA loan guaranty program. However, lenders are included 
in the latter part of thislaw. To make it clear that both builders and 
lenders were to be included, section 307 was added to Public Law 550, 
as follows: 

Whenever the Administrator finds with respect to loans guaranteed or insured 
under this title that any lender or holder has failed to maintain adequate loan 
accounting records, or to demonstrate proper ability to service loans adequately 
or to exercise proper credit judgment or has willfully or negligently engaged in 
practices otherwise detrimental to the interest of veterans or of the Government 
he may refuse either temporarily or permanently to guarantee or insure any loans 
made by such lender or holder or bar such lender or holder from acquiring loans 
guaranteed or insured under this title: Provided, That the Administrator shall not 
refuse to pay a guaranty on loans that theretofore entered into in good faith be- 
tween the veterans and the lending institution. 

The administrative procedures of Veterans’ Administration make 
provision for a person or firm to be notified of suspension from further 
participation in the VA loan guaranty program, and they are notified 
of their right to request a hearing and the right of appeal. 

The suspension procedures enacted by Public Law 550 in 1952 
have provided a positive procedure for dealing with builders and 
lenders who participate in questionable activities. The suspension 
procedure and the warranty provision enacted in 1953, which requires 
a builder to warrant to a purchaser that the house is constructed 
pursuant to approved plans and specifications, have done a great 
deal to improve the quality of construction under the VA loan 
guaranty program. : 

The Veterans’ Administration relies on FHA inspections in many 
projects and it is quite common for a builder to obtain both VA and 
FHA approval on the same houses. In cases where VA is relying on 
FHA inspections and serious difficulties are encountered as a result 
of shoddy building or questionable sales or lending practice, the VA 
has some difficulty in acting aggressively since the VA is relying on 
the reports of another agency. There have been numerous instances 
where a builder has been suspended by VA for poor construction and 
refused to make correction, yet continued to enjoy approval by FHA. 
There is virtually no coordination between the two agencies on ques- 
tionable cases involving both agencies. 

In view of the close relation between VA and FHA and since they 
are working in the same projects in most cases, it appears desirable 
that consideration be given to amending the Housing Act to provide 
FHA with identical authority to suspend builders and lenders who 
indulge in questionable practices. In addition, closer cooperation 
between the two agencies is desirable. 

Since the enactment of Public Law 550 in 1952, the Veterans’ 
Administration, through its 65 regional offices located throughout the 
United States, has suspended 732 builders and lenders. Of this total, 
351 suspensions have been lifted, leaving 381 on the suspended list 
as of December 1955. Many of the suspensions have been lifted due 
to corrective measures being taken to resolve the complaints or 
charges which were the basis for the suspension. 

The following summary gives the number of builders and lenders 
on the suspended list as of December 1, 1955, together with a brief 
summary of typical causes for the suspension: 
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Montgomery, Ala., Regionai Office 

Six builders were suspended for failure to correct construction 
deficiencies complained of by veteran purchasers. 
Los Angeles, Calif., regional area 

Eleven builders were suspended for failure to correct construction 
deficiencies complained of by veteran purchasers and determined by 
Veterans’ Administration to be justified. 

One builder was suspended because of bankruptcy. 

One builder was suspended for failure to complete homes which 


were sold to veterans. Suspension to be lifted if tract is satisfactorily 
completed. 


San Francisco, Calif., regional area 

Four builders were suspended for failure to correct veterans’ con- 
struction complaints which VA determined to be justified. 

Two lending institutions were suspended for making false statements 
and misrepresentations to VA relative to loan disbursements and cash 
downpayments received from veteran purchasers. 

Washington, D. C., area 

Ten builders were suspended for failure to correct construction 
deficiencies reported by veteran purchasers and determined to be 
justified by Veterans’ Administration. 

One builder was suspended as a result of his suspension by FHA. 

A lending institution was suspended for violation of credit restric- 
tions and unfair and prejudicial practices in veteran cases. 
Jacksonville, Fla., regional area 

Seven builders were suspended because of construction complaints 
determined to be justified by VA. 

Two builders were suspended and one lender was suspended because 
their contracts of sale and methods used in marketing their properties 
were unfair and unduly prejudicial to veteran purchasers. 

Miami, Fla., regional area 

Twelve builders were suspended for violation of Veterans’ Admin- 
istration minimum property requirements. 

Two builders were suspended for failure to take corrective action 
relative to defective materials and workmanship. 

A lender was suspended because foreclosure proceedings were insti- 
tuted when veteran purchasers had substantial equities in their prop- 
erties and refused to permit the veterans to reinstate their accounts 
by full payment of arrears or to permit a reasonable period of time to 
liquidate property by sale. The lender’s general attitude was one of 
complete indifference to the rights of veteran purchasers. 


Atlanta, Ga., regional area 

Eighteen builders were suspended for failure to correct justified 
veteran complaints. 

One lending firm was indicted by the grand jury and one other 
lending firm suspended because they made false or fraudulent state- 
ments to the Veterans’ Administration. 

Indianapolis, Ind., regional office 

One builder was suspended because of failure or refusal to correct 

justified veteran construction complaints. 
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Des Moines, Iowa, regional area 


A builder was suspended for failure to correct justified veteran 
construction complaints and unwillingness to correct poor construction 
as listed by Veterans’ Administration compliance inspector. 

Chicago, Ill., regional area 

Nine builders were suspended because of failure or refusal to correct 
justified veteran construction complaints. 

One lending institution was convicted of fraud in the United States 
district court. 

Two builders were suspended because of bankruptcy. 

Two builders were suspended for failure to complete buildings ac- 
cording to plans and specifications. 


One builder was suspended for misrepresentation and criminal! 
conviction. 


Louisville, Ky., regional area 


Three builders were suspended because of failure to make acceptable 
corrections. 


New Orleans, La., regional area 

One builder was suspended because of failure to correct numerous 
and serious construction deficiencies. 

A lending institution was suspended because of their imposition 
of unauthorized fees and charges against builders; imposition of 
unauthorized fees and charges against sellers of existing (previously 
occupied) housing; false certifications relative to requests for appraisals 
on existing new (not previously occupied) properties; and collection 
of unauthorized “lender’s appraisal fees” from veteran purchasers. 


Shreveport, La., regional area 


A builder was suspended for refusal to correct construction defi- 
ciencies in a direct-loan property. 


Baltimore, Md., regional area 


Two builders suspended because of unsatisfactory experiences in 
obtaining adjustment of complaints of veteran purchasers. 

One builder temporarily suspended because of deviations from 
minimum-property requirements. Corrections in process and rein- 
statement anticipated. 


Boston, Mass., regional area 


Eight builders suspended because of their refusal to correct justified 
complaints of veteran purchasers. 

One builder suspended for bankruptcy and failure to correct condi- 
tions causing damp basements. 

One builder suspended due to the fact that he was an attorney by 
profession and it was determined that he was an inexperienced, 
speculative builder. Nineteen other builders were suspended because 
of their inexperience in building and their unwillingness to comply 
with the requirements of VA minimum construction requirements. 

One builder was suspended because he was experiencing financial 
difficulties and failed to complete many small items which were the 
subject of veteran complaints. 

en other builders were suspended because of deficiencies in con- 
struction of properties which they built. These deficiencies included 
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such items as poorly installed or deficient heating systems, poorly 
fitted or leaking windows and doors, defective or improperly installed 
kitchen and bathroom tile, wet basements, improperly operating 
sewage drainage and septic tanks or cesspools, improper grading, 
lot lines not sufficiently staked out, cracks in foundations, cracking 
or sinking of steps, improper installation of roofs, improperly operating 
hot-water heating system. 

Detroit, Mich., regional area 

Fourteen building firms suspended because of their refusal to correct 
justified veteran complaints on construction. 

One builder was suspended because of his record of poor workman- 
ship in properties constructed by him. 

One builder was suspended because past experience demonstrated 
lack of ability to properly supervise construction of residential 
properties. 

One builder was suspended because of overcharges to veterans. 
His case has been referred to the district attorney for prosecution. 

One builder was suspended because of refusal to accept complaints 
of veteran purchasers and to cooperate with Veterans’ Administration 
in accomplishing corrections. 

One builder was suspended because of previous experiences with 
“hidden” associates. 4 


Jackson, Miss., regional area 


One lending institution was suspended for making false certifications 
concerning loan disbursements. 


Kansas City, Mo., regional area 


One builder was suspended because construction was not completed 
in accordance with plans and specifications. After 2 years of effort 
corrections were obtained; however, during this time the builder made 
many misstatements of facts and misrepresentations causing his 
suspension by VA. 


Lincoln, Nebr., regional area 


One builder was suspended because of substandard construction 
practices and failure to fulfill contractual obligations. This builder 
was convicted of making fraudulent statements to VA pertaining to 
downpayments. 

One builder was suspended because of poor workmanship, his use 
of inferior materials in construction, and refusal to correct construc- 
tion deficiencies found by the VA compliance inspector. 

Newark, N. J., regional area 

Thirty-five building firms placed on a restricted list for failure to 

rectify various construction complaints. 
Albuquerque, N. Mez., regional area 
Two builders were suspended because of their failure to service 


justifiable complaints and failure to comply with plans and specifica- 
tions filed with Veterans’ Administration. 


Albany, N. Y., regional area 


Four builders were suspended as a result of their failure to correct 
deficiencies in construction. In one case the property involved was 
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flooded because of inadequate drainage facilities and in another the 
complaint indicated inadequate water supply from a well. 

One builder was suspended because of failure to furnish information 
concerning & fee for reappraisal charged to the veteran contrary to 
prior agreement. This builder also failed to furnish information 
relative to the return of the veteran’s downpayment. 

One builder was suspended since evidence indicated that he sold a 
dwelling to a nonveteran when a guaranty had been obtained indicat- 
ing that the property was sold to a veteran. 

Buffalo, N. Y., regional area 


Sixteen builders were suspended for failure to correct justified com- 
plaints of veterans. 
New York City, N. Y., regional area 

Thirty-four builders were suspended because of their failure to 
cooperate with the Veterans’ Administration. 

One builder was suspended because of bankruptcy. 

Three builders were suspended because of unfair marketing practices. 

One builder was suspended upon advice of the Veterans’ Adminis- 
tration Central Office, Washington, D. C. 

Eight building companies were suspended as a result of the fact 
that they were placed on FHA’s suspension list. 

No reason was given for the suspension of nine builders. 


Syracuse, N. Y., regional area 


Four builders were suspended as a result of refusal to correct 
justifiable complaints, failure to complete dwelling in accordance 
with plans and specifications approved by Veterans’ Administration, 
or, in one case, to correct installation of sewage disposal system 
which was causing a backflow of water into the basement of the prop- 
erty in question. 


Winston-Salem, Nerth Carolina regional area 


Six builders were suspended because of their failure to cooperate 
with the Veterans’ Administration in correcting justifiable construction 
deficiencies. 


Cincinnati, Ohio, regional office 
One builder was suspended for failure to construct dwellings in 
accordance with plans and specifications and subsequent failure 


to take corrective action when facts were brought to the builder’s 
attention. 


Cleveland, Ciio, regional area 
Four builders, no reasons given. 
One builder who was also a lender was indicted for embezzlement 


of veterans’ funds held as downpayments on homes which his building 
company was constructing. 


Oklahoma City, Okla., regional area 


Twelve builders were suspended because of failure or refusal to 
correct justified construction complaints (such as insufficient foofings 
or failure of foundation walls to rest on footings, brick veneer failures 
lack of wall ties and other serious deficiencies), or because of failure, 
to build properties in conformance with plans and specifications as 
approved by VA. 
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Portland, Oreg., regional office 
Three builders have been suspended. No reason was given for 
the suspension. 


Philadelphia, Pa., regional area 

One builder was suspended because of failure to correct justified 
complaints relative to such items as wet basements, poor grading, 
improper functioning of individual sewage systems, faulty chimneys, 
and defective cement work. 


Pittsburgh, Pa., regional area 

Two builders were suspended because of their failure to perform 
construction in compliance with their contractual obligation to 
veterans who had obtained construction loans. As a result, mechanics’ 
liens were filed, which resulted in inconvenience and loss to the 
veterans. Subsequent to the date of suspension, in the case of one 
of these builders, it was found that application had been made for a 
certificate of reasonable value (permitting him to proceed with 
construction under the loan guaranty program) using another com- 
pany name. At this time the broker who made application in behalf 
of the veteran was advised that this builder was not acceptable to the 
Veterans’ Administration. 

Three builders were suspended for failure to correct justified com- 
plaints of veteran purchasers. 

In 1950, one builder was approved to construct a housing develop- 
ment of 16 units, individually designed and sold under contract. 
The approval was subsequently withdrawn, since it was found that 
the properties were not being constructed in accordance with the 
original plans and specifications as submitted. It was also found 
that the builder was negotiating with veteran purchasers to obtain 
side payments over and above the purchase price approved by VA. 
This same builder, doing business under another company name, at 
a later date sold a property to a veteran purchaser who complained, 
in 1951, that the builder bad obtained payments in excess of the selling 
price and had failed to correct deficiencies in construction. The 
builder was suspended from doing business with the VA under this 
later company name. 


Wilkes-Barre, Pa., regional area 


Three bvilding companies were suspended because of failure to 
construct properties in accordance with minimum property require- 
ments of the Veterans’ Administration. 

Twelve builders were suspended for refusal to correct legitimate 
veterans’ complaints on construction. 

Three building firms were suspended because of consistent poor 
construction. 

One building firm was suspended for failure to complete off-site 
improvements. 

One building firm was suspended because of refusal to meet escrow 
agreement for off-site improvements. 

One builder was suspended in recognition of his suspension from 
participation in the FHA program. 

One builder was suspended because of his financial instability. 

One builder was suspended as a result of his refusal to fulfill his 
contract to construct a home for a veteran. 
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A lending institution was indicted by the grand jury for practices 
detrimental to the interest of veterans and the Government. 
Columbia, S. C. 


Two builders were suspended for failure to correct justifiable 
deficiencies in construction. 


Nashville, Tenn., regional area 


One builder was suspended because of his use of a counterfeit 
lumber inspection stamp and because of inferior construction. 

Five builders were suspended for failure to correct construction 
deficiencies. 

One builder was suspended because of charges of brokerage fees to 
veterans procuring loans. 

One lender was suspended for charging brokerage fees to veterans 
for procuring loans. 


Houston, Tex., regional office 

Seven builders were suspended because of convictions in the Federal 
district court. 
Lubbock, Tex., regional area 


Twenty-five builders were suspended for failure to adjust construc- 
tion complaints. 

Three firms for unfair mortgage practices and real estate sales. 

Nine builders were suspended as a result of indictments by a Federal 
grand jury for ssavimaniatiianeh with Veterans’ Administration regula- 
tions. 


San Antonio, Tex., regional area 

One building company was suspended because of repeated failure 
to remedy justifiable construction complaints. 
Waco, Tex., regional area 

Three builders were suspended for failure to correct construction 
deficiencies complained of by veteran purchasers. 
Salt Lake City, Utah, regional office 

One lending institution and one builder have been suspended. No 
reason for the suspension was given. 
Roanoke, Va., regional area 

Eighteen builders were suspended because of failure to adjust 
legitimate construction complaints of veteran purchasers. 
Seattle, Wash., regional area 

Seven builders were suspended because of failure to correct con- 
struction faults. 
Cheyenne, Wyo., regional office 

One builder was suspended for unfair marketing practices. 


It will be noted that this list covers only part of the VA regional 
offices of the country. The subcommittee was surprised to find a 
difference in suspension procedures in at least one VA regional office, 
where no actual suspensions have ever been imposed, although there 
have been numerous complaints of poor construction. No good 
reason has been given by VA for lack of uniformity among the regional 
offices on suspension practices and procedures. 
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DEFAULTS AND FORECLOSURES OF VETERANS’ LOANS 





As of May 1, 1955, the Veterans’ Administration, through its re- 
gional offices, had guaranteed or insured 3,814,384 home loans, in the 
principal amount of $28,034,541,734. 

Of the 3,814,384 home loans, there had been defaults and foreclosures 
on 21,685 loans, in the principal amount of $17,333,737. Statistically, 
this is only 0.6 percent of the total home loans made; however, this 
small percentage still means that over 21,000 veterans are involved 
who have lost their homes and that approximately half of these vet- 
erans now find themselves liable for a deficiency claim as a result of 
the foreclosure on their original loans. 

To obtain an up to date and accurate picture on defaults and fore- 
closures of veterans’ loans, the subcommittee made a survey which in- 
cluded 5,604 of the most recent such cases throughout the country. 

Applications for veterans’ loans are placed in two categories by the 
Veterans’ Administration, namely, “existing’’ and “‘proposed’’ con- 
struction. Existing construction includes all dwellings that have been 
previously occupied and are over 1 year old. Proposed construction 
includes all dwellings to be constructed, in the process of being con- 
structed, or having just been completed by a builder who has con- 
structed the homes under the inspection system operated by either the 
Veterans’ Administration or the Federal Housing Administration. In 
each of the two categories, the loans are broken down into the follow- 
ing price ranges: 

Less than $7,000. 

From $7,000 to $9,999. 
From $10,000 to $14,999. 
From $15,000 to $19,999. 
Over $20,000. 

The current 5,604 cases reviewed reveal that of this number, 3,277 
cases are existing construction, and 1,327 are new construction. 

In existing construction, of the 3,277 defaults, 2,129 cases were 
on houses costing $7,000 or less. Nine hundred and fifty-six were in 
the price range from $7,000 to $10,000. Of the total number of pro- 
posed construction cases, 738 were in the $7,000 to $10,000 bracket 
with the $7,000 and less price range showing 465 cases. 

The survey also took into consideration cases in default and fore- 
closures with no downpayments. In the existing construction cases, 
of the 3,277 defaults, about half, or 1,649 of the cases, had no down- 
payments. In the proposed construction cases, of the 1,327 defaults, 
only 565 cases had no downpayment. 

Another item taken into consideration was the transfer of the 
veteran’s loan to a second purchaser. Of the total cases reviewed, 
5,604, it was noted that in 3,274 cases the defaults or foreclosures 
were caused by the original owner. In 1,330 cases the default was 
caused by a second purchaser who assumed the veteran’s loan. A 
review of the cases with no downpayments indicates that where the 
original veteran purchaser had little or no equity in his home and 
sold it to a second buyer who paid down little or no money, the rate 
of defaults was much greater. In other words, when a veteran sells 
his home to a nonveteran and receives little or no money he is taking 
a greater chance that this second buyer will default. Therefore, if 
he wishes to sell his home and let the second buyer assume his VA 
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mortgage, then he should insist upon the second buyer establishing 
as much equity in the property as ible. 

Of the 5,604 cases, it was noted that in 1,514 cases, the balance due 
on the loan at the time of default or foreclosure was greater than the 
original amount of the loan at the time of the purchase of the property. 
This seems to indicate that the original veteran should have been 
more closely screened when approved for the original loan, as it can 
be concluded that the veteran purchased the home with no down- 
payment and was immediately in trouble because the monthly 
payments and the additional payments required by a homeowner 
were beyond his net income. The veteran then defaulted, almost 
immediately upon taking possession of the property, and was never 
able to catch up, which resulted in the accumulation of interest, 
taxes, and so forth, so at the time of foreclosure the amount of the 
loan was greater than at the time the veteran bought the property. 

Of the total cases reviewed, 2,275 were with a deficiency claim against 
the original veteran purchaser. In 1,547 of these cases, the original 
veteran purchaser defaulted and there was a deficiency claim against 
him. In 728 cases there was a deficiency claim against the original 
veteran purchaser resulting from default by a second purchaser. 
Of the 2,275 cases with a deficiency claim against the original veteran 
purchaser, over 25 percent or 656 cases, had a deficiency in excess of 
$1,000. 

The total claims, out of the 5,604 cases, show an aggregate amount 
of deficiency claims against the original veteran purchasers of 
$1,832,556. This amount of deficiency divided by the total number 
of claims with a deficiency gives a national average of $805 deficiency 
against each of the original veteran purchasers. 

In several of the regional office areas it was found that none of the 
defaulted loans resulted in a deficiency claim against the veteran. This 
may be attributed to proper function of the Veterans’ Administration 
appraisal activities at the time the veteran originally purchased the 
home, so that the veteran did not pay more for the heme than the 
then current market value, and at the time of the foreclosure a proper 
foreclosure appraisal was made, so that the value at that time was also 
correct. In many of the regional office areas, however, it is obvious 
that the appraisals either at the time the veteran purchased his prop- 
erty or at the time of the foreclosure, or in both instances, were in- 
correct. As a result, the veteran now finds himself indebted to the 
Government with a deficiency claim against him. In some instances, 
regional offices managed to conduct the appraisal activities in such a 
manner that on every foreclosure or default, there was a loss to the 
veteran. ‘Tliis raises serious questions, since there has been a rising 
real-estate market for the past several years. To better illustrate this, 
see the following chart for a detailed breakdown of the cases reviewed 
in the various regional offices. Winston-Salem, N. C.; Roanoke, Va.; 
Providence, R. I.; and Manchester, N. H., are examples of regional 
offices with a high loss experience as compared to Boise, Idaho; 
Detroit, Mich.; Philadelphia; and Cleveland, Ohio, which have had 
small losses chargeable to the veteran purchaser. 

It is of great concern to the subcommittee that the national average 
claim against veterans in default, or with foreclosures on their prop- 
erties, is in such a great amount when we are on a rising real-estate 
market. Steps must be taken to reduce that national figure and to 
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protect and safeguard the millions of veterans who might be faced 
with a default or foreclosure in the future. 

In view of the number of offices with large deficiency claims against 
veterans, the subcommittee is of the opinion that the central office 
staff should immediately give this matter serious consideration and 
take steps to establish policies and procedures and see that they are 
properly administered and carried out to reduce the number of claims 
against veterans, and in cases where a claim must be established, that 
it be minimum rather than maximum. 


Summary 
i tne tlie Na haa nen aeknd ate 3, 814, 384 
I ee in rena eer = an $28, 034, 541, 734 
Loans defaulted and foreclosetl_...............-.-.------.. 21, 685 
omen Gee. Oo. SEU CR i sl oo 8S $17, 333, 737 
Current defaulted cases reviewed ___.......-.-------------- 5, 604 
Existing construction (old homes) -_....-.--....-------.---- 3, 277 
Proposed construction (new homes) -__-......-.-------------- 1, 327 


Existing construction (old homes): 
2,129 loans on homes of $7,000 and less. 
956 loans on homes of $7,000 to $10,000. 
Proposed construction (new homes): 
465 loans on homes of $7,000 and less. 
738 loans on homes of $7,000 to $10,000. 
No down payments: 
In 3,277 defaults on existing construction (old homes) }4 or 1,649 were with 
no downpayment, 
In 1,327 defaults on proposed construction (new homes) \% or 565 were with 
no downpayment. 
Original veteran puyer versus 2d purchaser: 
Out of 5,604 cases reviewed: 
3,274 defaults were by original veteran buyer. 
2,330 defaults were by 2d purchaser. 
Deficiency claims against original veteran buyer: 
2,275 cases had a deficiency claim against the original veteran purchaser. 
This is broken down as follows: 
1,547 cases default was by original veteran, 
728 cases default was by 2d buyer. 
In the 2,275 cases, 656 cases had a deficiency of over $1,000 against the 
original veteran buyer. 
National average of deficiency against original veteran buyer is $805. 























Existing Proposed } | 
ee Existing | Proposed 
ed . average | average 

Regional office Total | Cases | Total | Case 4 defici- | defici- 
number | with de- | number with ¢ ve ency | ency 
of cases | ficiency | of cases lh ficiency | 
I | 

Bate 6. sith, ote a cetethe ctveccth techies 3, 277 | 1, 589 1,327 | 686 | $835 $719 
Alabama: Montgomery-..............-.-- 28 | 16 72 | 49 | 378 | 539 
ON SY eee ee ae al alana Titel lensipnvpranlvetes *psinlsene> teens 
Se 19 | 14 | 81 | 57 | 452 | 515 
Arkansas: Little Rock...........-....-..- 89 | 39 | 11 | 8 | 277 523 

California: | | 
DD DONE ib isc cictccccdenn ddl abil 16 3 84 | 15 170 107 
San Diego -_--.. 17 | 12 3 | 1 1, 212 | 143 
San Francisco__. 47 | 24 53 34 | 411 | 347 
Colorado: Denver. ....................... i 20 6 OR Gstaad aa OR 1. cceneates 
Connecticut: Hartford_................--- 34 15 17 8 | 296 311 
Delaware: Wilmington !.._............-..}...-.---.. Nel shintt tidbdd ded bia SE Lidice atcha deuheedb si ehdde id 
District of Columbia: Washington.__-...-- 69 20 10 ' 398 160 

Florida: 
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Existing Proposed 
| “ aniline) | Existing | Proposed 
Regional office Total | Cases Total Cases “achoe “deficl 
| number | with de- | number | with de-| ency ency 


| of cases | ficiency | of cases | ficiency 


-| | ——— 
Indiana: Indianapolis..................... | 77 | 35 2B 2 $323 $73 




















Iowa: Des Moines.............-...--..--- 70 | 36 | 5 | 2 379 77 
NIN, WE csenunndnnhansesseceheamh 6 Dh ccetiadibcleneh’ dae i dicintnented 
Kentucky: Louisville. .................... 19 | OP Aakh de leclabbitiecden SP Bok cece 
Louisiana: | 
tlle ie A eect oa M4 44 16 | 6 = 358 
NIE, nib ind esac b heb nsks 65 43 21 | 4 619 | 472 
I ena 72 | ek oe 604 |.... 
Maryland: Baltimore..................... 74} 2 26 | 10 114 160 
Massachusetts: Boston. ...........-.-...- 99 | 53 BAD cece ia NO inches 
EE, RII. ncn encpinpeccamsecces 19 1 81 | 3 21 10 
Minnesota: St. Paul...................-.. 72 16 28 | 5 149 | 100 
Mississinpi: Jackson.................-.-.- 18 14 | 2 2 724 | 24 
Missouri: | | ! 
PR INT =. «1 sensgduiathindes des 63 | 34 | 37 13 | 519 | 273 
teen lee tn lend ances 67 39 | 5 3 470 304 
Montana: Fort Harrison..............-.-.- 9 Plc eae i, Miiaian.. 
I Ak coe 4 5 Bice ale a 121 
UC nee ee eee. decbtdeoneddsattvothie bbbeneks : ; 
New Hampshire: Manchester _.......-...- 44 34 2 1, 123 | 636 
New Jersey: Newark... 5D | 21 62 15 262 | 159 
New Mexico: Albuquerque... _..--. 12 9 | 5 | 2 403 403 
New York: 
BT ood Dh oa acide nce desee- Qs 61 3 1 | 747 272 
Brooklyn ! hee asst Fo cn. bed oiieihied ‘ | 
is. Sunmenee 2 OF 7 6 | 1 282 181 
INOW) 3 OOK... neue ; be 33 6 67 | 28 | 92 | 234 
Syracuse. 95 | 49 | 5 | 2 576 432 
North Carolina: Winston-Salem... .. 59 | 52 | 28 | 2s 870 | 1,022 
North Dakota: Fargo-. 24 | 10 345 
Ohio: | | | 
COUN 0200... -sndoone-4 ‘ 100 65 | 387 
ee ; 2 3 | 4 43 
Oklahoma: 
NN ad aca tenteinieticininn 22 | 21 537 
Oklahoma City-_-- 17 | 15 | &3 74 831 Rs! 
Oregon: Portland---_-_- oes : 58 | 34 . 3) 486 147 
Pennsylvania: | | | 
Philadelphia_-___..__.__-- “ 68 | 9 | 4) } 78 |. 
Pittsburgh... ____.- | Mek 42 | 22 5 | 1 521 146 
Wilkes-Barre. __...--_-- . 95 19 5 2 Sa 235 
Puerto Rico: San Juan !______- i CC eatin ; : 
Rhode Island: Providence... -- neuen 83 58 | 15 14 595 1, 166 
South Carolina: Columbia... ------ ; 88 | 74 ll 10 534 640 
South Dakota: Sioux Falls_..-- 7 | Behe | 207 |... 
Tennessee: Nashville. _--_--- ated 50 18 50 23 331 | 137 
Texas: | 
lt ici aaah 42 23 | 12 | 1 | 674 | SY 
Houston--_._..-- 61 39 39 | 24 576 403 
Lubbock.......-__- <i 26 17 | 74 | 57 542 474 
EE ME. ocncadekeul te <sceceust 32 16 16 | 1! 418 155 
Lee Path enka 51 | 28 | 16 | ~ 705 64 
Utah: Salt Lake City... ha hile hinme 2 1 3 | 3 361 5M4 
Vermont: White River Junction... _...._.- 98 51 | S Siene 402 |...- 
Me Se eee eee 63 34 | 2 2 | 627 1, 197 
a Washington: Seattle__._..........-..---- 86 30 | 14 4 195 130 
3 West Virginia: Huntington bi wedda 100 46 ; ie 436 a 
4 Wisconsin: Milwaukee. .........-.-- ‘ 85 | 33 15 | 6 416 S&S 
Wyoming: Cheyenne___----_--- Kodibeteen Dil dnkspeeeets DB Riches 
Foreign: 
Philippines, Manila !__............-- Dpcedite at | 
Veterans attaché’s officers._.__..--- iat atu 
ge eee = | 
1 Not reported. 


RECOVERIES ON CLAIMS PAID BY THE VETERANS’ ADMINISTRATION 


To further substantiate the conclusion that several of the regional 
offices managed to conduct the appraisal activities in such a manner 
that on every foreclosure or default there was a loss to the veteran, 
the records show that VA paid claims on 10,428 veterans’ loans 
through December 1954 and recovered only 79.15 percent of the 
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total claims. This means that the Veterans’ Administration lost 
approximately 20 percent of the total amount of the claims paid on 
the property sold under what is known as Veterans’ Administration 
505 (b) eases. In addition to the 10,428 claims paid on this type of 
loan, on the same date the Veterans’ Administration had paid on 
1,186 cases known as the old combination loan or 505 (a) cases. 
These old combination loans were cases where FHA insured the first 
mortgage and the Veterans’ Administration guaranteed a second 
mortgage for the veteran. In many of these cases the Veterans’ 
Administration paid off the first mortgage to acquire the property in 
order to protect its second loan. In these old cases, the original 
sales price was established in keeping with the then current market, 
because the Veterans’ Administration recovered 109 percent of the 
total amount of claims paid on these types of loans. 

The question is raised, in view of the foregoing, as to why the 
Veterans’ Administration recovered more than the 9 percent profit 
on the old combination loans and during this same period lost 20 
percent of the claims paid on the cases they handled exclusively 
within the loan guaranty program of the Veterans’ Administration. 

Attached hereto are statements of recoveries of claims paid on 
properties which have been acquired and sold in each Veterans’ 
Administration regional office. 


Pihcedal = nail a | 

| Recoveries on claims 
paid by VA on 505 
(b) cases 


Recoveries on claims 
paid by VA on com- 
bination loans (505 

















Regional office (a)) 
Number Percent | Number Percent 
ae be es Se .....ute. | 10,423| 79.15] 1,186 109.00 

Alabama: Montgomery-..-.........-----.---.-- ‘“ | 840 73. 07 46 83. 67 
DIRIEO: COI. 2.0. cnc nnecencde<ncceedndbwnes--0¢dibe loseeneveresnloccccessotiqabbdsiineonstndl atl. 
I EE oe nl eonenccediassecencdulllite 12 | 91. 06 14 109. 30 
TES DEER s so cidabinnininanenclstuednconcgubos 52 68. 17 40 58. 50 
California: 

Tn ee a hal meal 766 | 83.73 85 116. 58 

PR BR icin cabkdccnscsvitiincoscctAstcscccgaths 14 oS | a ee 

4, ee Se ee ee ee | 361 86. 91 142 90. 98 
Colorado: Denver._....-- vnetidlieinkactiduibinndadeotel 18 96. 23 7 153. 35 
OE ea eee 37 98. 83 3 94.71 
Delaware: Wilmington = ssapiisctlhcewaceeiginsdhaelitaadeatccbentsediilln 25 | 95. £9 14 73. 49 
District of Columbia: Washington---.-...........-..--- | 23 | 81. 57 2 25. 59 
Florida: 

I thi d mesa ccd anianimcencba Deron sine equi 245 74. 60 | 6 65. 33 

PD stduicaceccubdiccscccdcbicacsssseee | 95 67. 39 | 20 63. 90 
I waubiioa 565 71.38 24 104.05 
RE? SEIN Uc... cas nudhbbacaccneidndnaceonedilislsncnehesonse tanoanaahenen Reb Ne a RiarGlcid= 
ee ee 7 a. O86 |. acescaush. boeteseane~ 
ea kbmaanbeoon | 151 | 91. 96 4 189, 25 
I eae | 101 74. 32 35 95. 00 
nS I ko do  ceetndedmons 61 79. 59 1 92. 57 
I ed euecenbueen 62 77. 55 20 90. 36 
IE SI css hs isctosetiiceecaipeinstiioines genni de 25 71. 84 5 73. 18 
Louisiana: 

I se eanininaes 153 82. 25 43 109. 41 

SE ia alm aici 33 71. 02 15 89. 30 
Maine: Togus Ba ait een hain 243 79. 33 y 62. 16 
Rares eee oo oink 555 ~~ ise KI 368 74.14 46 76. 93 
lO Se ee 789 58. 32 | 24 44.83 
ne a shanna PS 658 102. 50 36 122. 80 
Dieemennte: Be; PO. oh tad satin eee do dhddsmddsconiw 110 84. 57 7 122. 90 
SINE SUNN 6 onc atnasacsacceasGusnimpeneince 60 79. 93 18 61. 60 
Missouri: 

I i a le el 67 | 85. 71 16 146. 51 

Re ee cee eee a. a) 2 See cai eoues 43 77. 06 4 130. 77 
Montana: Fort Harrison..............-.-....----.----- 6 TUGBA 6 sina Sasi Mee. dad be 
I SE Sosa Aa. aimamnnineeieicin 3 GE Dtsntnnicattnadinwinaineaiiiess 
Nevada: Reno 


New Hampshire: Manchester........................-- 174 | 50, 61 | 1 | 112. 88 
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| Recoveries on claims | Recoveries on claims 


paid by VA on con 
paid by VA on 505 bination loans (505 














Regional office | ©) cams (a)) 
Number Percent Number Percent 
I, IT i a 444 83. 62 126 74, 59 
New Mexico: Albuquerque.................--_. ignite 8 | 82. 33 3 142. 18 
New York: 
amen b. alte ereditinnnasg tie mbna <palinecngheibenin chest S4 i CG Ribntcstetentisida 
IE Bcliaies Ss hed Ade otras dich hc dillug dein disse Sin pueaeagthd Dan baeeeiliaiicenti ws 
Ta aah alc aie 115 82. 57 8 76. 40 
preee Wem 360. si. SK. 327 86. 20 87 GR. 06 
I as ccenhicinninciin winnie 86 | 73.77 1 07. 23 
North Carolina: Winston-Salem... __. 248 70.7 10 95. 2: 
North Dakota: Fargo........ Re TAS 18 88. 13 
Ohio: } 
Cini ths ta diehiduncveindiptndeamicsdubbececil 80 74. 66 9 05. 15 
et: Ni i iin ace in ae niacias pon 169 77.4 15 106. 24 
oma: 
SER TE STS ee. See eS oe eee > 36 | 67.15 10 98. 35 
Oklahoma City ‘ 144 | 68. 52 11 | 53.13 
I Cr 43 75. 66 2 116. 44 
Pennsylvania: 
aiken abehdoanbulabanbncinngtacmdied 261 101.7 16 | 118. 32 
RD rehibinineeininseeecnquenenciic dantishbndincheot 263 | 79. 29 | 14 | 98. 87 
. al DN Ree aiiidiaael 106 83. 02 1 186, 26 
OEY EN WU 8 ccc an apace cep coemencneces ee eee 
Rhode Island: Providence-_...............-......-.-.. 96 TRS honkecuckd SR iddecars 
South Carolina: Columbia................-..--.-.-...- 305 68. 45 | 18 81. 28 
South Dakota: Sioux Falls...................-..-.-..-- 3 PE Dekuepiennnte eceuninniniii 
F na agar ire Rite oo. cbe peacuencetemarane 206 70. 73 | 38 80. 27 
‘exas: 
I oct te ieee claanilipltntes crtethctadts eneeiasapaaie deel 70 63. 50 | 2 79. 35 
Houston. ae a Ri ine ad 149 89. 24 | 17 112. 82 
INNS hs. Wh deed Bato arc ctsdem aine-areee-pendure- denice gem 38 86. 96 1 184, 32 
MO i itis Debate dda eth cite Jdnud 126 85. 85 15 101. 35 
ROD caine de tee euthodhinne cpeitewese ceyebobetee ot 20 GA stein atetisad eo odee 
ed 16 76, 62 | 2 110, 89 
Vermont: White River Junction ....................... 95 69. 51 5 70. 83 
Wein WAIN nici, 232i cid, bocce cctaaeencose 99 77.04 | 28 101. 39 
ON a a 416 | 86. 30 55 04. 56 
West Virginia: Huntington. ...--..--.-.-----------o 114 | 85.75 | 5 | 195. 40 
nS ed cc apedalicoos 7 78.08 | ..2-00-4----]-a-eenenee-- 
Weyenminn: CHORIN Roi 3 | 53, 82 |__. ie ideiecssl. 
Foreign: 
nC. . 1... eens bebaliianetneacadediendtoieonenchoecercecencdipoapensconns 
Veterans attachés offices... -.......-..........-.....].-.-------.. bb bbb lela Si aschk dinntbinhbil dedi Mi kbs Se 
Other FE mayan rt denon menrmetvonne rtecer pensions aS weee|-2=- " 
j ; 





CREDIT CONTROLS 


On April 26, 1955, the committee held hearings on the possibility of 
the Veterans’ Administration issuing directives curtailing veterans 
guaranteed loans in certain areas “deemed to be overbuilt.”’ 

The chairman of the committee, Hon. Olin E. Teague, opened the 
hearing with the following statement: 


The CuarrMan. The committee will please come to order. 

For the past several months numerous items have appeared in the Wall Street 
Journal and various other business and builders’ publications to the effect that 
there was an extensive boom in home building, and that the Government should 
take steps to curtail it. 

Knowing that World War II housing benefits will expire in the next couple of 
years, of course this committee is very much interested in what happens along 
that line. I would like to read you a few of the statements that appeared in the 
different publications. 

A spokesman for the Life Insurance Association of America made this state- 
ment [reading]: 

“It is evident therefore that measures need to be taken promptly by Govern- 
ment and private groups to dampen down the boom in housing. 

“The basic cause for this boom is excessively easy credit. This is certainly no 
time for 30-year, no downpaymest mortgage loans guaranteed by the Veterans’ 
Administration. Such terms are an open invitation to a boom-bust situation in 
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home building, and they actually penalize the veteran by contributing to a high 
price for his house. We urge that Congress act promptly to require some down- 
payment and a shorter maximum amortization period on VA mortgage loans.” 

Fortune magazine has had a big spread, “Is Housing Out of Hand?” The 
sum and substance of what they say is: “‘A Wholly unhealthy situation which 
calls for reappraisal and remedy. 

The Kiplinger Newsletter, on April 16, 1955, had this to say: 

“Government officials want to slow housing down, skim off the froth. They 
are convinced that the housing boom is moving a little too fast. They think they 
should act to take the edge off it in the near future, so that an excessive boom 
this year won’t bring a sharp decline next year. We wrote you about this feeling 
some weeks ago—how it is crystallizing. 

“How to go about it? Well, a number of things are now in mind: (1) Make 
the VA and FHA field offices tighten up on advance commitments to put a 
damper on speculation among builders of mass housing projects. (2) Ask Con- 
gress to give President power to set VA and FHA mortgage terms. (3) Get VA 
and FHA to boost the iS ownpayments. ((1) and (2) are most likely.)” 

Considerable publicity has been given recently to action by FHA to list certain 
cities throughout the country— Dallas, Tex.; Tucson, Ariz.; and others—as being 
overbuilt and as a result curtail the issuance of commitments in those cities. 
There have been some reports that such action is contemplated by the Veterans’ 
Administration. 

These hearings were called in order that the VA may review the status of the 
loan-guaranty program and point out to the committee any aspect of the program's 
operation which it considers weak or undesirable and advise the committee of any 
plans which the Veterans’ Administration may have to require downpayments, 
shorten the mortgage term, or limit the issuance of certificates of reasonable value 
in specific areas. If there is an unhealthy and undesirable situation in the 
veterans’ housing program, the committee wishes to be advised of such circum- 
stances. If such conditions do not exist, these rumors should be put at an end, 
since they have a detrimental effect upon the operation of the program as a whole. 

Mr. Stone, we are glad to have you and your people with us. “I am sure the 
committee’s staff has told you generally what we would like to hear. With that, 
I will turn it over to you. 


Mr. Ralph H. Stone, Deputy Administrator for Veterans’ Benefits, 
speaking for and on behalf of the Veterans’ Administration, testified 
that the Veterans’ Administration had no idea of recommendin 
regulating downpayments or shortening terms of mortgages. This 
statement was reiterated during the hearings and he was specifically 
asked by the chairman to keep the committee informed of any changes 
in the present Veterans’ Administration policy on downpayments or 
len lenge of terms of mortgages. Mr. Stone’s testimony, in part, was 

ollows: 


gg Stone. I will make a few opening remarks. I have a prepared statement. 
here I would like to present to the committee. 

Of course, there have been a lot of stories, rumors, articles in the newspapers, 
about the possibility of overbuilding. We do not feel that there is overbuilding 
in the veterans’ field at all. 

The CuHarrMAN. Anywhere in the country, Mr. Stone? 

Mr. Stone. Not right now, no, not in the veterans’ field. Some of the FHA 
reports referred to overbuilding and there apparently is some overbuilding in 
rental units. Rental units overbuilt will probably reduce rents in rental units; 
a lot of our veterans then may be content to stay in the lower-priced rental 
units. There may not be the urgent desire to find a home. That is purely 
problematical. 

As far as we are concerned, we have no idea of recommending regulating or 
anything of that sort of a downpayment or shorter term of mortgage. We feel 
that is entirely up to the lending people. Our job is to do what we can do to 
secure the homes for our veterans. We are going to continue that policy insofar 
as the Veterans’ Administration is concerned. 

The only thing that we will present in the statement is the reasons for the 
VA actions to date and the proposals we contemplate which we have thought 
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of doing, purely as good business. We do not feel that closing costs add to a 
mortgage or have any part in the value of a house. We feel they should be paid 
in cash at the time of the sale, or purchase of the house. That is the only thing 
we have in mind at all of doing. 

Mr. Sweeney will give this report to you. I just want to reaffirm, insofar as 
our policy is concerned, we have no thought of any further regulations, of cur- 
tailing or even endeavoring to curtail anything. Our great number of applica- 
tions are curtailing it enough, in just making the backlog in existing work. 


In July 30, 1955, the Veterans’ Administration, without prior 
notification of the committee, issued a press release relative to new 
credit restrictions, and a regulation requiring a 2-percent downpay- 
ment and reduction of the length of mortgage terms from 30 years to 
a maximum of 25 years. 

Upon learning of the new credit restriction, the chairman of the 
committee made the following statement: 

The Veterans’ Administration announced that effective today (July 30), vet- 
erans purchasing homes with the aid of GI loans will be required to make a down- 


payment of at least 2 percent, and the maximum time for repayment of loans will 
be set at 25 years. 

In regard to this announcement, Congressman Teague said ‘“‘The Committee 
on Veterans’ Affairs has no information to justify such action; in fact, the lender 
can now impose any requirement on a downpayment or length of mortgage term 
which he thinks is necessary to protect his loan. 

“There is no information available on defaults that indicates that these 30- 
vear loans have been unsound. It is well known that the mortgage bankers have 
been campaigning for this restriction since January and now we find the adminis- 
tration catering to this group with no apparent regard for the véteran for whom the 
program is intended. The administration is playing politics with the VA loan 
program and is imposing the very type of credit controls that it professes to abhor. 

“The administration’s new credit control will undoubtedly result in a windfall 
to lenders through increased discounts on VA guaranteed mortgages, with the 
veteran ultimately paying the bill. The President tried to get authority for 
standby credit controls last year and was refused by Congress. Now we find the 
administration attempting to regulate the housing program indirectly through the 
Veterans’ Administration and the Federal Housing Administration.” 


Reasons for the restrictions were discussed with several officials 
of the Veterans’ Administration and it was concluded that the credit 
restrictions were issued upon instructions from the President’s Eco- 
nomic Advisory Board. 

The Servicemen’s Readjustment Act, as amended, provides that a 
veteran may purchase a home, with the assistance of a Veterans’ 
Administration guaranteed or insured loan, with no downpayment. 
Under provisions of the act, even closing costs can be included in the 
total amount of the loan thereby enabling veterans to purchase homes 
with absolutely no cash downpayment. The act also authorizes the 
Administrator to impose regulations for the administration of the 
benefits provided for under the act; however, such regulations must 
be consistent with the intent and provisions of the act. 

The imposition of a downpayment; the requirement that veterans 
pay closing costs, in cash; and the reduction of mortgage terms from 
30 years to 25 years, as a genoral policy for all veteran purchasers, is 
contrary and in direct conflict with the provisions of the Servicemen’s 
Readjusiment Act, as amended. It is true that the Administrator 
has the authority to impose special requirements concerning credit 
where such special requirements are needed, in individual cases for 
the protection of the Guvetintint: however, a blanket policy such as 
this is unwarranted and defeats the purpose of the act. 
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DISCOUNTS 






Lending institutions participating in the Veterans’ Administration 
loan guaranty program have again adopted the practice of charging 
discounts on veterans’ loans insured or guaranteed by the Veterans’ 
Administration. 







DISCOUNT PRACTICE 





The following is a review of the discount practice in the loan guar- 
anty program. In 1950 and 1951 the lending institutions (including 
several life-insurance companies), were paying as high as one point 
premium for veteran guaranteed mortgage paper. This condition 
existed in the East only, where the builders were receiving 101 percent 
for veterans’ loans. In the Middle West and in the major population 
centers of the South, veterans’ guaranteed mortgage paper was selling 
at par. The west coast mortgage paper was being discounted up to 
two points during these years. A few of the larger builders on the 
west coast were able to place their loans at 100 percent, but the 
majority of builders were paying 2-percent discount. ‘This situation 
changed in 1952 and 1953, in that the lending institutions started 
charging discounts of 2 percent in the East, 5 percent in the extreme 
South and Southwest, and from 5 to 7 percent on the Pacific coast. 
In 1954 the discounts virtually disappeared in the East and were 
reduced to 2 percent in the extreme South and from 5 to 2 percent in 
the Southwest. The discounts on the Pacific coast were reduced from 
7 to 5 percent and in some instances as low as 2 percent. 



















DISCOUNTS IN 1956 


Today, the discounts are similar to those in 1952 and 1953. 






DISCOUNTS INCREASE LENDER’S EARNINGS 






There are numerous excuses presented by the lending institutions 
for these discounts, but the discount is simply a method of increasing 
the interest return over and above the rate established by law. Dis- 
counts may not legally be passed on to, or paid by the veteran; how- 
ever, it is obvious that the discount paid by the builder must find its 
way into the cost of the house as any other cost such as labor, material 
overhead, or profit. Several builders testified before the committee 
that they were cutting corners in order to save enough out of the 
building to meet the discount. 












VETERANS NOT GETTING FULL VALUE 





It is, therefore, of great concern to the committee that the veteran 
is not getting his money’s worth for the amount he is paying for the 
house. He is paying 4% percent interest, a so-called 1-percent finder’s 
fee, maximum closing costs, and indirectly bears the cost of the dis- 
count. Added together, it results in the veteran paying directly or 
indirectly an aggregate interest rate well above the figure specified 
and intended by law. 
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DISCOUNTS DEFEATING VETERANS BENEFITS 


In view of the amount the veteran must pay in order to obtain a 
guaranteed or insured loan, it appears that he is receiving little or no 
advantage in buying his home under the loan guaranty program. 
Discounts have, therefore, nullified the benefits afforded veterans 
under the law and serious consideration should be given by admin- 
istrative or legislative action to limit the discounts or to outlaw them 
completely. It may be necessary that a bill be enacted similar to 
H. R. 3699 to provide funds for veteran mortgage paper in areas where 
there is such a high discount rate. 


2-PERCENT DISCOUNT ON DIRECT LOANS 


The administration has adopted a policy of condoning a 2-percent 
discount on all direct loan applications. These direct loan applica- 
tions are received only from remote areas where conventional financing 
is not obtainable. In these areas the builders are usually small, 
building 1 or 2 houses per year, and they cannot afford to pay the 
2-percent discount that the lending institutions have been authorized 
to charge. In these cases, where the builder refuses to pay the 2-per- 
cent discount, the veteran may not obtain a direct loan. 


USE OF NATIONAL SERVICE LIFE INSURANCE TRUST FUND 


Hearings on H. R. 3699 are being scheduled to permit early con- 
sideration of action to relieve the discount problem. The text of 
the proposal follows: 

{H. R. 3699, 84th Cong. Ist sess.] 


A BILL To amend the Servicemen’s Readjustment Act of 1944 to provide that the interest rate on veterans’ 
loans shall not exceed 4 per centum per annum, and to provide that the Secretary of the Treasury may 
purchase such loans from the national service life insurance fund, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (b) of section 500 of the Service- 
men’s Readjustment Act of 1944 (38 U. 8. C., sec. 694), is hereby amended by 
striking out the last proviso thereof. Subsection (b) of section 512 of such Act 
(38 U. 8. C., sec. 6941) is hereby jamended by striking out “and in no event to 
exceed 4% “r centum per annum” 

Sec. 2. Section 605 of the National Service Life Insurance Act of 1940 (38 
U. 8. C., see 805), is hereby amended by adding at the end thereof the following: 

“(c) (1) The Secretary of the Treasury is hereby authorized and directed to 
invest and reinvest not in excess of 20 per centum of such fund by purchasing 
loans made for the purposes of section 501 of the Servicemen’s Readjustment 
Act of 1944 or made under section 512 of such Act, subsequent to the date of 
enactment of this subsection, if such loans are guaranteed or insured under such 
Act. The Secretary of the Treasury is authorized to sell such loans at any price 
not less than the unpaid balance thereon plus accrued interest. If any such loan 
acquired un ‘er this subsection by the Secretary of the Treasury or the Federal 
National Mortgage Association becomes in default, the kederal National Mort- 
gage Association shall exchange for such loan a loan from its portfolio which is 
guaranteed or insured under such Act and which is at least equal in value to the 
unpaid balance on the defaulted loan, plus accrued interest. 

(2) Upon request of the Secretary of the Treasury, the Federal National 
Mortgage Association shall carry out any or all ot his functions under this sub- 
section with respect to the purchase, exchange, servicing, or sale of such loans. 
The Secretary shall reimburse the Federal National Mortgage Association for 
expenses incurred by it in carrying out such functions from the income derived 
from such loans. Except as provided in the preceding sentence, all income from 
such loans shal] become a part of the national service life insurance fund.” 
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The veterans’ housing program was created by the Servicemen’s 
Readjustment Act in 1944; however, it contained no provisions for 
direct loans. The propos was based entirely upon the issuance of 
guaranty on loans obtained by veterans from private lenders. 

During the period from 1945 to 1950, the Federal National Mort- 
gage Association PRONE a secondary market for purchasing Govern- 
ment insured and guaranteed mortgage paper and was very active in 
this field. This association ceil an opportunity for lenders in 
small towns and rural areas to dispose of mortgage papers and, as a 
consequence of this secondary mortgage market, there was considerable 
building activity in the smaller towns and rural areas. 

As the portfolio of the Federal National Mortgage Association grew, 
Congress withdrew its financial support for new purchases of mortgage 
paper and that organization’s activities then ceased to be a major 
factor in mor e financing. This resulted in a marked decrease of 
building and of the flow of mortgage financing into the smaller towns 
and rural areas. As a result, there was a demand on the Congress for 
funds for these areas. In 1950, Congress created the direct loan pro- 
gram to provide financing for veterans in the smaller towns and rural 
areas, the loans to be made by the Administrator of Veterans’ Affairs 
in an amount not to exceed $10,000. 

The Administrator, in establishing his policies and procedures for 
the administration and operaticn of the direct loan program, surveyed 
the counties of the United States and declared certain counties or 
sections of counties as direct loan areas. His decision was based on 
the inability of veterans to obtain financing in rural areas and small 
towns. In many instances, the major population centers in the 
counties were excluded from the direct loan area; however, veterans 
residing in rural areas surrounding the metropolitan areas were 
declared eligible for direct loans. 

The program has been operating on a year-to-year basis, having 
been extended by amendments providing for 1-year extension. How- 
ever, in the 1st session of the 84th Congress, Public Law 88 was passed 
which provided for a 2-year extension of the program. A total of 
71,521 loans have been made under the program in the principal amount 
of $511,394,677. 

Public Law 88, which extended the direct loan program for 2 years, 
to July of 1957, to coincide with the scheduled expiration date of the 
loan guaranty program, also included provisions for the purchase of a 
farm, including farmland, where there was a house which the veteran 
intended to occupy as his home, or for the construction of a home 
which the veteran intended to occupy as his home on farmland owned 
or being purchased by the veteran. These provisions placed the farm 
veteran on a parity with the city veteran, as to the benefits under the 
direct loan program. 

The Housing Act of 1954 created the voluntary home mortgage 
credit program. The act reads as follows: 


TITLE VI—VOLUNTARY HOME MORTGAGE CREDIT PROGRAM 
DECLARATION OF POLICY 


Sec. 601. It is declared to be the policy of Congress— 
(a) to seek the constant improvement of the living conditions of all the 
people under a strong, free, competitive economy, and to take such action as 
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will facilitate the operation of that economy to provide adequate housing for 
all the people and to meet the demands for new building; 

(b) to provide a means of financing housing within the framework of our 
private enterprise system and without vast expenditures of public moneys; 

(c) to encourage and facilitate the flow of funds for housing credit into 
remote areas and small communities, where such funds are not available in 
adequate supply; and 

(d) to assist in the development of a program consonant with sound under- 
writiag principles, whereby private financing institutions engaged in mortgage 
lending can make a maximum contribution to the economic stability and 
growth of the Nation through extension of the market for insured or guaran- 
teed mortgage loans. 
DEFINITIONS 


















Src. 602. As used in this title, the following terms shall have the meanings 
respectively ascribed to them below, and, unless the context clearly indicates 
otherwise, shall include the plural as well as the singular number: 

(a) “Insured or guaranteed mortgage loan’? means any loan made for the con- 
struction or purchase of a family dwelling or dwellings and which is (1) guaran- 
teed or insured under the Servicemen’s Readjustment Act of 1944, as amended, 
or (2) secured by a mortgage insured under the National Housing Act, as amended. 

(b) “Private financing institutions’’ means life-insurance companies, savings 
banks, commercial banks, savings and loan associations (including cooperative 
banks, homestead association, and building and loan associations), and mortgage 
companies. 

(c) ‘Administrator’ means the Housiag and Home Finance Administrator. 

(d) “State’’ means the several States, the District of Columbia, the Common- 
wealth of Puerto Rico, and the Territories and possessions of the United States. 


NATIONAL 





VOLUNTARY MORTGAGE CREDIT EXTENSION COMMITTEE 




































Sec. 603. There is hereby established a National Voluntary Mortgage Credit 
Extension Committee, hereinafter called the ‘‘National Committee’’, which shall 
consist of the Housing and Home Finance Administrator, who shall act as Chair- 
man of the National Committee, and fourteen other persons appointed by the 
Administrator as follows: 

(a) Two representatives of each type of private financing institutions; 

(b) Two representatives of builders of residential properties; and 

(c) Two representatives of real estate boards. 

The Administrator shall also request the Board of Governors of the Federal 
Reserve System to designate a representative of the Board to serve on the National 
Committee in an advisory capacity. 

The Administrator shall also request the Administrator of Veterans’ Affairs 
to designate a representative to serve on the National Committee in an advisory 
capacity. 

he Administrator shall also request the Home Loan Bank Board to designate 
a representative of the Board to serve on the National Committee in an advisory 
capacity. 

n selecting and appointing the members of the National Committee, the 
Administrator shall have due regard to fair representation thereon for small, 
medium, and large private financing institutions and for different geographical 
areas. Members of the National Committee appointed by the Administrator 
shall serve on a-voluntary basis. 


REGIONAL SUBCOMMITTEES 





Src. 604. (a) As soon as practicable, the National Committee shall divide the 
United States into regions conforming generally to the Federal Reserve districts. 
The Administrator, after consultation with the other members of the National 
Committee, shall, for each such region, designate five or more persons representing 
private financing institutions and builders of residential properties in such region 
to serve as a regional subcommittee of the National Committee for the purpose of 
assisting in placing with private financing institutions insured or guaranteed 
mortgage loans as hereinafter set forth. In designating the members of each such 
regional subcommittee, the Administrator shall have due regard to fair repre- 
sentation thereon for small, medium, and large financing institutions and builders 
of residential properties and for different geographical areas within such regions. 
Members of each regional subcommittee shall serve on a voluntary basis. 
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(b) The Administrator is authorized and directed, upon the request of a regional 
subcommittee, to provide such subcommittee with a suitable office and meeting 
place and to furnish to the subcommittee such staff assistance as may be reasonably 
necessary for the purpose of assisting it in the performance of the functions 
hereinafter set forth. In complying with these requirements, the Administrator 


may act through and may utilize the services of the several Federal home-loan 
banks. 


FUNCTION OF NATIONAL COMMITTEE AND OF REGIONAL SUBCOMMITTEES 


Sec. 605. It shall be the function of the National Committee and the regional 
subcommittees to facilitate the flow of funds for residentail mortgage loans into 
areas or communities where there may be a shortage of local capital for, or inade- 
quate facilities for access to, such loans, and to achieve the maximum utilization 
of the facilities of private financing institutions for this purpose by soliciting and 
obtaining the cooperation of all such private financing institutions in extendin 
credit for insured or guaranteed mortgage loans wherever consistent with nace | 
underwriting principles. 

Src. 606. The National Committee shall study and review the demand and 
supply of funds for residential mortgage loans in all parts of the country, and shall 
receive reports from and correlate the activities of the regional subcommittees. 
It shall also periodically inform the Commissioner of the Federal Housing Ad- 
ministration and the Administrator of Veterans’ Affairs concerning the results of 
the studies and of the progress of the National Committee and regional subcom- 
mittees in performing their function, and shall to the extent practicable maintain 
liaison with State and local Government housing officials in order that they may 
be fully apprized of the function and work of the National Committee and regional 
subcommittees. The Administrator shall, not later than April 1 in each year, 
make a full report of the operations of the National Committee and the regional 
subcommittees to the Congress. 

Sec. 607. (a) Each regional subcommittee shall study and review the demand 
and supply of funds for residential mortgage loans in its region, shall analyze 
cases of unsatisfied demand for mortgage credit, and shall report to the National 
Committee the results of its study and analysis. It shall also maintain liaison 
with officers of the Federal Housing Administration and of the Veterans’ Adminis- 
tration within its region in order that such officers may be fully apprized of the 
function and work of the National Committee and regional subeommittees. It 
shall request such officers to supply to the subcommittee information regarding 
cases of unsatisfied demand for mortgage credit for loans eligible for insurance 
under the National Housing Act, as amended, or for insurance or guaranty under 
the Servicemen’s Readjustment Act of 1944, as amended. Such officers are 
authorized to furnish such information to such subcommittee. 

(b) A regional subcommittee shall render assistance to any applicant for a loan, 
the proceeds of which are to be used for the construction or purchase of a family 
dwelling or dwellings, upon receipt of a certificate from such applicant, stating 
that— 

(1) application for such loan has been made to at least iwo private financing 
institutions, or in the alternative to such private financing institution or in- 
stitutions as may be reasonably accessible to the applicant; 

(2) the applicant has been informed by the above-mentioned private finan- 
cing institution or institutions that funds for mortgage credit on the loan are 
unavailable; and 

(3) the applicant is eligible for insurance or guaranty under the Service- 
men’s Readjustment Act of 1944, as amended, or consents that the mortgage 
to be issued as security for the loan be insured under the National Housing 
Act, as amended. 

Upon receipt of such certification from an applicant the regional subeommittee 
shall circularize private financing institutions in the region or elsewhere and shall 
use its best efforts to enable the applicant to place the loan with a private financing 
institution. It shall render similar assistance to any applicant for a loan, the 
proceeds of which are to be used for the construction or purchase of a family 
dwelling or dwellings, upon receipt of information from the Veterans’ Adminis- 
tration to the effect that the applicant has applied for a direct loan, if he is elibible 
for such a loan, and that he is eligible for insurance or guaranty, under the Service- 
men’s Readjustment Act. of.1944, as amended. In order to encourage small or 
loeal private financing institutions to originate insured or guarant: mortgage 
loans, it may also render similar assistance to private financing institutions in 
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locating other private financing institutions willing to repurchase such mortgage 
loans on a mutually satisfactory basis. 

(c) In the performance of its responsibilities under subsection (b) of this 
section, a regional subeommittee may at its discretion (1) request the National 
Committee to obtain for it the aid of other regional subcommittees in seeking 
sources of mortgage credit, and (2) request and obtain voluntary assurances from 
any one or more private financing institutions that they will make funds available 
for insured or guaranteed mortgage loans in any specified areca or areas within its 
region in which the subcommittee finds that there is a lack of adequate credit 
facilities for such loans. 


REGULATIONS OF ADMINISTRATOR 


Sec. 608. The Administrator, after consultation with the National Committee, 
shall have power to issue general rules and procedures for the effective implementa- 
tion of this title and for the functioning of the regional subcommittees, pursuant 
to the provisions hereof and not in conflict herewith. 


GENERAL PROVISIONS 


Sec. 609. No act pursuant to the provisions of this title and which occurs while 
this title is in effect shall be construed to be within the prohibitions of the antitrust 
laws or the Federal Trade Commission Act of the United States. Service as a 
member of the National Committee or of any regional subcommittee is not to be 
construed as holding any office or employment with the Government of the United 
States. The administrator is authorized and directed, upon the request of the 
National Committee, to provide such Committee with a suitable office and meeting 
place and to furnish to the Committee such staff assistance as may be reasonably 
necessary for the purpose of assisting it in the performance of the functions of such 
Committee. Funds available to the Administrator for administrative expenses 
shall be available for all expenses necessary in carrying out the provisions of this 
title, including expenses of persons serving as members of any committee or sub- 
committee established pursuant to this title for communications, transportation, 
and not to exceed $25 per diem in Jieu of subsistence when away from their homes 


or regular places of business in connection with the business of such committee 
or subcommittee. 


Sec. 610. (a) This title and all authority conferred hereunder shall terminate at 
the close of June 30, 1957. 


(b) Notwithstanding subsection (a), Congress, by concurrent resolution, may 
terminate this title prior to the termination date hereinabove provided for. 

The voluntary home mortgage credit program operates within the 
Housing and Home Finance Agency. It was created to encourage 
lenders to extend their lending activities into the small towns and 
rural areas where private financing had become difficult to obtain. 
The act creating the voluntary home mortgage credit. program pro- 
vides that the Administrator of the Housing and Home Finance 
Agency shall request the Administrator of Veterans’ Affairs to desig- 
nate a representative to serve on the national committee of the 
voluntary home mortgage credit program in an advisory capacity. 
The act alsd contains provisions as to the action the voluntary home 
mortgage credit program should take if veterans’ applications for 
direct loans are submitted to them for processing. The Adminis- 
trator of Veterans’ Affairs issued an administrative decision to the 
effect that he would attempt to cooperate with the newly formed 
agency and an arrangement was made whereby all applications for 
direct loans received by the Veterans’ Administration would be 
referred to the voluntary home mortgage credit program, in order 
that this agency might have an opportunity to try to find a lender 
who would make a loan to the veteran. 

The direct-loan program, as administered by the Veterans’ Ad- 
ministration, permit 100 percent loans at 4% percent interest on a 
30-year‘amortization basis. There are relatively few instances where 
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private lenders have elected to make loans, particularly in small 
towns and rural areas, on such generous terms. 

The Veterans’ Administration has recently adopted a policy that 
a 2-percent discount demanded by the lender from the builder or 
seller is not unreasonable. In addition to this 2-percent discount, 
the lender may also charge the veteran a 1-percent finders’ fee, and 
require the veteran to make a downpayment. Officials of the Vet- 
erans’ Administration testified before this committee that although 
they had no strict standards on the amount of downpayment, a 
determination was made in each individual case as to the ability of 
the veteran and the amount of the downpayment was in keeping 
with his ability. In the event he refuses to make the downpayment 
required by the lender, or his contractor or seller refuses to pay the 
discount that has been approved by the Veterans’ Administration he 
cannot receive a direct loan. 

Considerable controversy has arisen from this policy adopted by the 
Veterans’ Administration since it, in effect, has excluded many 
veterans from the opportunity of obtaining a 100 percent loan on a 
30-year basis. In addition, it has required the seller to pay discounts 
which are not required ina Veterans’ Administration direct loan. If, 
however, the seller refuses to pay the discount, the veteran buyer is 
prohibited by Veterans’ Administration regulations from paying the 
discount and an impasse is reached and the Veterans’ Administration 
refuses to reconsider for a direct loan. 

There have also been numerous complaints that the policy adopted 
by the Veterans’ Administration of referring the applications to the 
voluntary home mortgage credit program creates a slowdown which 
results in many of the veterans losing the property they are seeking, 
because of the excessive delay by the voluntary home mortgage credit 
program. 

The Veterans’ Administration has always had a long waiting list for 
direct loans. These long waiting lists are the result of the adminis- 
tration of the program, and the delay caused by the voluntary home 
mortgage credit program. Even with a long waiting list the Vet- 
erans’ Administration failed to use over $6 million of the appropriation 
for the direct-loan program for the fiscal year 1955. The reason given 
by the Veterans’ Administration for this loss of money was that their 
attempt to cooperate with the voluntary home mortgage credit program 
resulted in a slowdown. 

The Veterans’ Administration reports they have received, as of the 
close of business on December 31, 1955, 133,949 applications. They 
referred 14,510 to the voluntary home mortgage credit program, and 
this agency placed only 4,521. The Veterans’ Administration also . 
points to the fact that 51,129 applications have been withdrawn or 
rejected. The subcommittee suspects that the majority of these loans 
have been withdrawn due to the fact that the veteran applicant 
waited until his chance to purchase the property he desired was lost 
due to the delay on his application and then withdrew his application. 

The committee has requested the Veterans’ Administration to fur- 
nish it with a detailed breakdown as to the current status of the direct- 
loan program, showing the total number.of applications received for 
both dwellings and farm dwellings, the number of home loans referred 
to the voluntary home mortgage credit program, and the number 
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made. This information has not been received to date, therefore, 
no evaluation can be made at this time on the effect the direct-loan 
program has on the prospective farm-buying veteran. 


REINSTATEMENT OF VETERANS’ ENTITLEMENT DUE TO THE LOSS 
OF THEIR HOMES BY PUBLIC CONDEMNATION OR OTHER NATURAL 
HAZARDS 


Under present regulations there are several circumstances under 
which a veteran can have his entitlement reinstated, thereby restoring 
his full benefits under the loan-guaranty program. These are cases 
where a veteran’s home is taken by public condemnation, lost by 
natura] hazards, and, in certain instances, where the veteran’s em- 
ployer transfers the veteran to another city. In each of these instances, 
the original veteran’s loan must be paid off so that the Government 
has no liability thereunder, as a result of the original guaranty. 
In the case of public condemnation, a value is established on the 
property and payment thereunder would, in most instances, pay up 
the loan. In the case of natural hazards, as a general rule, the loss 
would be covered by insurance which should pay off the loan. In the 
case where the veteran’s employer transfers him, the veteran must 
sell his home, requiring the buyer to refinance the sale and pay off 
his Veterans’ Administration guaranteed loan. 

With the benefits for World War II veterans expiring on July 25, 
1957, some provision is needed to permit reinstatement of benefits 
after the termination date of July 25, 1957. 

H. R. 7033 was introduced in the Ist session of the 84th Congress 
covering this matter. The committee has received a report from the 
Veterans’ Administration stating that they offer no objection to 
favorable consideration of the bill. 

Hearings will be scheduled in the near future on this matter and 
a report made to the full committee. 


AMENDING THE SERVICEMEN’S READJUSTMENT ACT TO COMPLY 
WITH PRESENT PROCEDURE 


In title 3 of the Servicemen’s Readjustment Act, sections 500 (c), 
501 (a) (3), 502 (a) (4) and 503 (4) all contain the following provision: 

The price paid or to be paid by the veteran—does not exceed the reasonable 
value thereof as determined by proper appraisal made by an appraiser designated 
by the Administrator. 

In keeping with the provision of the act, the Administrator first 
established the procedure of issuing rosters of approved fee appraisers 
to the lenders participating in the loan guaranty program. The 
lenders selected an appraiser from the roster of VA approved ap raisers 
and the appraiser made his report and recommended reasonable value 
to the lender, who in turn closed the loan on the veterans’ property 
at the recommended value. 

This procedure did not afford proper protection of the veterans’ 
interests and resulted in many abusive practices. As a result the 
Administrator revised his policies and procedures by recalling all of 
the rosters and requiring the regional] offices to designate the appraiser 
rather than — the lender to make the selection. This new 
procedure also prohibited the appraiser from making known his 
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recommended reasonable value to any one other than the personnel 
of the Veterans’ Administration regional office. Under this new 
procedure the Administrator authorized the regional offices to review 
the recommended reasonable value made by the fee appraiser and, if 
in their opinion, they found the recommended reasonable value not 
in keeping with the current market, the regional office’s officials 
could either raise or lower the value, and issue a Veterans’ Adminis- 
tration certificate of reasonable value on the figures arrived at by the 
technicians of the regional office rather than the figures submitted 
by the fee appraiser. 

Instructions to the regional offices authorizing salaried personnel 
to make adjustments in reasonable values were contained in a memo- 
randum to the regional office loan guaranty officer dated December 
13, 1944, under the heading of “Adjustment of appraisals,’ Later, 
this memorandum was incorporated in what is known as Loan 
Guaranty Division Letter No. 1, dated June 14, 1945, entitled 
“Summary of Memorandums Released to Loan Guaranty Units 
Since Inception of the Program.’’ The Administrator issued addi- 
tional instruction on the matter of adjustment of reasonable values; 
however, they are all reiterated in what is known as Veterans’ Admin- 
istration Technical Bulletin 4A—104, dated June 12, 1951, titled 
“Adjustment in Reasonable Value”’ as follows: 


(TB 4A-104, Veterans’ Administration Technical Bulletin, Washington 25, D. C., June 12, 1951] 
ADJUSTMENTS IN REASONABLE VALUE 


Norre.—The references to regulations in this issue apply to VA Pamphlet 4-3 
Revised, “‘Lenders Handbook,” in which VA Regulations are duplicated. 


1. The purpose of this technical bulletin is to confirm the authority of the Loan 
Guaranty Officer to approve and appoint the Chief and other qualified members 
of the regional Appraisal Section technical staff as designated appraisers (sec. 
36.4301 (i) of Regulations). 

2. Such regional staff designated appraisers are responsible for the preparation 
of original appraisal reports for the adequate review and appropriate adjustment 
of estimates of reasonable value submitted by fee appraisers in narrative reports 
or on VA Forms 4—-1803 and 4—1823 relating to real property (sec. 36.4301 (b) of 
Regulations). 

3. The Chief, Appraisal Section, is the technical adviser to the Loan Guaranty 
Officer and is responsible for the sufficiency of all activities performed by fee and 
salaried personnel of the Appraisal Section under his supervision. He is respon- 
sible for the operation routine of qualifying, approving, supervising, or disqualify- 
ing fee appraisers and inspectors and maintaining a roster thereof, and for review- 
ing, adjusting, correcting, or confirming reports submitted by salaried and fee 
personnel and establishing reasonable values indicated on VA Form 4—1843. 

4. Regional staff designated appraisers are authorized to review estimates of 
reasonable value reported by designated fee appraisers and to establish without 
limitation as to dollar amount the reasonable value and to enter the same upon 
VA Form 4—1843. 

5. In all instances when the Chief, Appraisal Section, or members of his desig- 
nated appraisers, adjust, amend, or correct estimates of reasonable value sub- 
mitted for real property by designated fee appraisers, the responsible staff desig- 
nated appraiser shall prepare a suitable and legible memorandum of explanation 
of the action, one copy to be placed in the loan docket and another to be retained 
in the Appraisal Section files. 

6. Conceivably, marginal notations on both copies of the VA Forms 4-1843 
and 4—1823 or narrative appraisal reports of real property reasonable value will 
be adequate, if properly dated and initialed, to explain minor adjustments or 
corrections of mathematical errors, but written justification for amended estimates 
is a necessary measure to facilitate subsequent administrative review by the Loan 
Guaranty Officer or other supervisory officials. 
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7. In accordance with the provisions of section 36.4342 (b) of Regulations, the 
Loan Guaranty Officer (and in his absence the Assistant Loan Guaranty Officer) 
is authorized to review, adjust, correct, or confirm reports submitted by fee or 
salaried personnel and to establish reasonable values on VA Form 4-1843 in any 
case in which he may decide to do so. 

8. In every case in which one of the persons mentioned in the preceding para- 
graphs fixes the reasonable value indicated on VA Form 4-1843, such person shall 
be the designated appraiser mentioned in sections 501, 502, 503, and 507 of the 
Servicemen’s Readjustment Act of 1944, as amended. 

9. It will be noted that the unnumbered memorandum to Loan Guaranty 
Officers, dated December 13, 1944, Subject: “Adjustment of Appraisals,” was 
incorporated in Loan Guaranty Division Letter No. 1, dated June 14, 1945, 
Subject, “Summary of Memoranda Released to Loan Guarantee Units Since 
Inception of Program.” This Loan Guaranty Division Letter No. | has been 
rescinded. (See Cir. 19, 1948.) 

By direction of the Administrator: 

O. W. CiarK, 
Deputy Administrator. 





CHANGE 1—Juty 27, 1951 


VA Technical Bulletin TB 4A-104, “Adjustments in Reasonable Value,’’ is 
changed as follows: 
Page 1, paragraph 6, line 1: Delete ‘“4—1843” and substitute “4-1803"’. 
By direction of the Administrator: 
O. W. Criark, 
Deputy Administrator. 





CHANGE 2—JuNE 30, 1952 


VA Technical Bulletin TB 4A—104, “Adjustments in Reasonable Value,’’ is 
changed as follows: 

Page 1, paragraph 4: Delete paragraph 4 in its entirety and substitute the 
following: 

“4. Regional staff designated appraisers are authorized to review estimates of 
reasonable value reportéd by designated fee appraisers and [adjust, amend, or 
correct the reasonable value and to enter same on VA Form 4-1843, always 
bearing in mind that reproduction cost new (improvements plus land) constitutes 
the upper limit of value. For the purpose of determining reproduction cost of 
improvements for newly completed or proposed construction the requirements 
of VA Technical Bulletin TB 4A-—87 shall govern.}” 

Paragraph 5, lines 1 and 2: Delete ‘‘members of his designated appraisers’’ 
and substitute “‘authorized members of his staff’’. 

By direction of the Administrator: 

O. W. CraRK, 
Deputy Administrator. 

Several lenders participating in the loan guaranty program have 
questioned the legality of this procedure and called the matter to the 
attention of the Administrator in February of 1951, requesting that the 
procedure be revised to conform with the provisions of the act. These 
requests have been repeated constantly since 1951, due to the fact that 
the Administrator’s procedure of permitting the regional office person- 
nel to adjust the reasonable value established by the appraiser appointed 
by the Administrator may cause a loan to be declared illegal if the 
question is raised in a court of law. The lenders offer no objections 
to the adjustment of a reasonable value by the personnel of the regional 
offices; however, their sole contention is that under the wording of the 
act, if the loan is closed in an amount in excess of that recommended by 
the appraiser appointed by the Administrator, then technically the 
joan is illegal. In many instances the personnel of the regional office 
increase the value recommended by the fee appraiser and when this is 
done, the lender has no way of knowing that the amount is over and 
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above the recommended figure. The contention of the lenders is, 
therefore, to be believed correct. 

In several regional office areas the lenders were able to obtain an 
expression from the personnel of the regional office to the effect that 
the reasonable value issued by the Veterans’ Administration did not 
exceed the reasonable value recommended by the fee appraiser. No 
figures were mentioned in these instances. In these cases the lenders 
felt that the technicality did not apply because the loan was not in 
excess of the value as established by the appraiser appointed by the 
Administrator. 

Officials of the central office of the Veterans’ Administration 
learning of the release of such information issued instructions for all 
regional offices to refuse and to refrain from divulging any information 
regarding the recommended reasonable value by the fee appraiser. 
As a result of these instructions, some of the lenders withdrew from the 
loan guaranty program in the following areas: 

State of Washington 
State of Oregon 
State of New Mexico 
Western part of Texas covered by Lubbock regional office 
State of Georgia 
State of South Carolina 
State of New Jersey Toa 
This matter was again brought to the attention of the Administrator 
in June of 1955, with a request for consideration of a change in the 
present procedure to conform with the letter of the law. The Admin- 
istrator again contended that there was no justification for concern and 
expressed his views in the following letter: 
. Junge 8, 1955. 
Hon. Joun J. SPARKMAN, 
Chairman, Subcommittee on Housing, Committee on Banking and Currency, 
United States Senate, Washington, D. C 

Dear Senator SPaARKMAN: This will refer to the request of Mr. Jack Carter 
of the staff of your subcommittee for the comments of the Veterans’ Administra- 
tion with respect to certain proposed amendments to the Servicemen’s Readjust- 
ment Act which have been submitted to the subcommittee by the Mutual Life 
Insurance Company of New York. 

The purpose of the proposed amendments is to delete certain references to 
determinations by proper appraisal made by an appraiser designated by the 
Administrator, in various sections of title III of the Servicemen’s Readjustment 
Act and to rephrase such provisions so as to provide for determinations of prop- 
erty valuation by the Administrator. Specifically, the sections to be amended by 
deleting the reference to designated appraisers are 500 (c), 501 (a) (3), 502 (a) (4), 
503 (4), 503A and 507 (3). In addition a new sentence would be added to sec- 
tion 511 to provide that the conclusiveness of evidence of guaranty issued would 
not be subject to question because the reasonable value of the property was 
determined by the Administrator or an employee of the Veterans’ Administration. 

The various amendments are ostensibly offered as the result of disapproval on 
the part of the sponsor of the procedures employed by the Veterans’ Adminis- 
tration in making determinations of reasonable value with respect to housing 
sold subject to a GI loan. 

By way of background discussion, it should be stated that originally the Veter- 
ans’ Administration established a panel of appraisers from which a lender selected 
an appraiser to make an appraisal of the property. This fee appraiser’s estimate 
was accepted by the Veterans’ Administration as the “reasonable value” required 
under the act. Such estimate was reported by the appraiser on VA Form 4—1803 
and a copy thereof was furnished to the lender to inform him of the reasonable 
value and other data set forth thereon. The reasonable value was also made 
available to the seller of the property (and others). In many instances in which 
the appraiser’s estimate of reasonable value was less than the proposed sales price 
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pressure was brought to bear upon the appraiser by the seller to increase such 
estimate and, upon a refusal of the appraiser to comply, employees of the Veterans’ 
Administration were then ed to bring about such a result. Many other cases 
existed in which Veterans’ Administration personnel considered the appraiser's 
estimate of reasonable value as excessive and considerable agitation resulted when 
action was taken to reduce such estimate. As a result there were some cases in 
which an excessive estimate of reasonable value was allowed to stand and others 
in which estimates were unjustifiably increased, to the detriment of the veteran, 
the lender, and the Veterans’ Administration. 

Under the present procedure, which was installed in 1948, when the veteran 
applies to a lender for a loan the lender requests an appraisal (on VA Form 4-1805). 

he Veterans’ Administration thereupon selects the fee appraiser and forwards to 
him the VA Form 4~-1805 on the reverse side of which is the following notation: 


“EXPLANATION TO APPRAISER 


‘Two copies of each appraisal report form are required. No other copies are 
to be distributed. Your estimate of reasonable value is confidential and subject 
to administrative adjustment * * *,”’ 


The fee appraiser prepares VA Form 4—1803 setting forth thereon his estimate 
of reasonable value and returns the same to the Veterans’ Administration. The 
information thereon is not released to lenders or any other person. It is considered 
along with other data by Veterans’ Administration salaried personnel for the 
purpose of determining reasonable value. The reasonable value determined is 
entered on VA Form 4—1843 which is forwarded to the lender. The fee appraiser’s 
estimate of reasonable value is not disclosed to the lender or any other party to 
the transaction. The revised procedure eliminated the objectionable aspects of 
the old procedure. It has reduced controversies and contributed to sounder 
pe and hence to a sounder administration of the Servicemen’s P.eadjust- 
ment Act. 

Although the lending fraternity generally has accepted the current procedure 
under which the Veterans’ Admiristration issues a certificate of reasonable value 
in lieu of permitting the fee appraiser to furnish a lender with a copy of his appraisal 
report, the Mutual Life Insurance Company of New York has for a number of 
years insisted that it was entitled to a copy of the fee appraiser’s appraisal report. 
Apparently, it predicates its contention on the conclusion that under the Act a 
loan is eligible for guaranty only if the purchase price or cost of the dwelling unit 
is not in excess of the reasonable value thereof as determined in the first instance 
by the designated fee appraiser. It is the position of the Veterans’ Administration, 
however, that it must determine whether the fee appraiser’s appraisal is “‘proper’’ 
as required by the statute, and that in the exercise of this responsibility and 
authority to determine what is a proper appraisal this agency may adjust the fee 
appraiser’s estimate of reasonable value. 

t would appear that this position would be sanctioned under the statute whether 
or not the proposed changes to the Servicemen’s Readjustment Act are adopted. 
No change in the existing administrative practice would be entailed. The 
Veterans’ Administration would not be precluded from employing the fee appraiser 
system and authority for the final determination of reasonable value would 
continue to vest in the Administrator should the amendments be enacted. 

Certain reservations should be noted especially, however, with respect to the 
proposal to amend section 511. The requirement in the act that the purchase 
price or cost of the property to the veteran may not exceed the reasonable value 
thereof as determined by proper appraisal made by an appraiser designated by 
the Administrator is a condition of eligibility to the guaranty or insurance of the 
loan. The General Counsel of the Veterans’ Administration has taken the posi- 
tion that in the absence of fraud or material misrepresentation by an originating 
lender in this respect the guaranty or insurance when issued becomes incontestable 
with respect to the reasonable value requirement of the act. Hence, this agency 
believes that the proposed amendment to section 511 of the act is unnecessary. 
It is to be noted, however, that section 511 as it now reads contains a firm and 
clear statement that the evidence of guaranty or insurance shall be conclusive 
evidence of ‘‘the eligibility of the loan” except where fraud or material misrepre- 
sentation has been practiced by the originating lender. The set ew amendment 
to section 511 which states that the conclusiveness of the evidence of guaranty 
or insurance “‘shall not be subject to question because the reasonable value of the 
real property or other security was determined by the Administrator or an em- 
ployee of the Administrator,’’ raises by implication the question of whether the 
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conclusiveness of guaranty or insurance is subject to question on some other basis 
and will necessitate construction in this renard It would seem that the addition 
of the proposed sentence might tend to weaken rather than strengthen section 511 
and it is possible that the lending fraternity generally would view the amendment 
with apprehension. In view of the fact that the incontestability clause is relied 
on to a great extent by the lending industry and that its effect and operation 
appear to be well understood, it would seem inadvisable to change it on the basis 
of the negative aspects entailed in the proposal. It should also be observed that 
section 511, when enacted, was determined to be applicable only to evidence of 
guaranty or insurance issued on or after the effective date of section 511, July 1, 
1948. The proposal, by applying to evidence of guaranty or insurance “‘at any 
time’’, w ald aieene to introduce a retroactive aspect that precedes July 1, 1948, 
and in this respect would add an element of incontestability to guaranty and 
insurance issued prior to July 1, 1948, which is not now present, 
Sincerely yours, 
H. V. Hietey, Administrator. 


The lenders informally presented the matter to the committee and 
H. R. 7107 was introduced by request. Immediately upon the intro- 
duction of H. R. 7107, a report was requested from the Veterans’ 
Administration on this bill. The report on the bill is as follows: 


ComMiITTEE ON VeTerRANs’ Arrairs, House or RepRESENTATIVES 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington 25, D. C., July 20, 1955, 
Hon. Our E. Teacue, 
Chairman, Committee on Veterans’ Affairs, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Teacue: Further reference is made to your request for a report by 
the Veterans’ Administration on H. R. 7107, 84th Congress, a bill to amend the 
Servicemen’s Readjustment Act of 1944 to conform to accepted policies and pro- 
cedures in the GI housing program. 

The purpose of this measure is to delete certain references to determinations 
by proper appraisal made by an appraiser designated by the Administrator, in 
various sections of title III of the Servicemen’s Readjustment Act and to rephrase 
such provisions so as to provide for determinations of property valuation by the 
Administrator. Specifically, the sections to be amended by deleting the reference 
to ae appraisers are 500 (c), 501 (a) (3), 502 (a) (4), 503 (4), and 503A 
and 507 (3) 

It should be stated in connection with the ostensible purpose of the measure 
that originally the Veterans’ Administration established a panel of appraisers from 
which a lender selected an appraiser to make an appraisal of the property. This 
fee appraiser’s estimate was accepted by the Veterans’ Administration as the 
“reasonable value’’ required under the act. Such estimate was reported by the 
appraiser on VA Form 4-1803 and a copy thereof was furnished to the lender to 
inform him of the reasonable value and other data set forth thereon. The reason- 
able value was also made available to the seller of the property (and others). In 
many instances in which the appraiser’s estimate of reasonable value was less than 
the proposed sales price pressure was brought to bear upon the appraiser by the 
seller to increase such estimate and, upon a refusal of the appraiser to comply, 
employees of the Veterans’ Administration were then urged to bring about such 
a result. Many other cases existed in which Veterans’ Administration personnel 
considered the appraiser’s estimate of reasonable value as excessive and consider- 
able agitation resulted when action was taken to reduce such estimate. As a 
result there were some cases in which an excessive estimate of reasonable value 
was allowed to stand and others in which estimates were unjustifiably increased, 
to the detriment of the veteran, the lender, and the Veterans’ Administration. 

Under the present procedure, which was installed in 1948, when the veteran 
applies to a lender for a loan the lender requests an appraisal (on VA Form 4—1805). 
The Veterans’ Administration thereupon selects the fee appraiser and forwards 
to him the VA Form 4—1805 on the reverse side of which is the following notation: 
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“EXPLANATION TO APPRAISER 


“Two copies of each appraisal report form are required. No other copies 
are to be distributed. Your estimate of reasonable value is confidential and 
subject to administrative adjustment. * * *” 

The fee apparaiser prepares VA Form 4—1803 setting forth thereon his estimate 
of reasonable value and returns the same to the Veterans’ Administration. The 
information thereon is not released to lenders or any other person. It is considered 
along with other data by Veterans’ Administration salaried personnel for the 
purpose of determining reasonable value. The reasonable value determined is 
entered on VA Form 4—1843 which is forwarded to the lender. The fee appraiser's 
estimate of reasonable value is not disclosed to the lender or any other party to 
the transaction. The revised procedure eliminated the objectionable aspects of 
the old procedure. It has reduced controversies and contributed to sounder 
appraisals and hence to a sounder administration of the Servicemen’s Readjust- 
ment Act. 

Although the lending fraternity generally has accepted the current procedure 
under which the Veterans’ Administration issues a certificate of reasonable value 
in lieu of permitting the fee appraiser to furnish a lender with a copy of his appraisal 
report, certain institutional lenders have insisted that they were entitled to a copy 
of the fee appraiser’s appraisal report. Apparently this contention is based on 
the conclusion that under the act a loan is eligible for guaranty only if the purchase 
price or cost of the dwelling unit is not in excess of the reasonable value thereof 
as determined in the first instance by the designated fee appraiser. It is the 
position of the Veterans’ Administration, however, that it must determine whether 
the fee appraiser’s appraisal is proper, as required by the statute, and that in the 
exercise of this responsibility and authority to determine what is a proper appraisal 
this agency may adjust the fee appraiser’s estimate of reasonable value. 

It would appear that this position would be sanctioned under the statute 
whether or not the proposed changes to the Servicemen’s Readjustment Act are 
adopted. No change in the existing administrative practice would be entailed. 
The Veterans’ Administration would not be precluded from employing the fee- 
appraiser system and authority for the final determination of reasonable value 
would continue to vest in the Administrator should the amendments be enacted. 

It is to be noted that the proposed amendment to section 503A in addition to 
amending the language with reference to the determination of appraisals, as indi- 
eated, would insert a reference to section 513 in connection with a listing of see- 
tions of the act under which loans are guaranteed by the Veterans’ Administra- 
tion. Since section 513 of the act does not provide for the guaranty of loans, the 
intent of such insertion is not clearly apparent but it seems likely that a reference 
to direct loans or to direct loans guaranteed pursuant to the provisions of section 
512 (d), or both, was contemplated. It would seem desirable that this aspect of 
the proposed amendment be clarified. 

It is apparent that no increase or reduction in the cost of administration of the 
loan-guaranty program would result from the enactment of this measure. 

In view of the foregoing, if the proposed amendment to section 503A is clarified, 
the Veterans’ Administration would have no objection to favorable consideration 
of H. R. 7107 by the committee. 

Due to the urgent request of the committee for a report on this measure, there 
has not been sufficient time in which to ascertain from the Bureau of the Budget 
the relationship of the proposed legislation to the program of the President. 

Sincerely yours, 
H. V. Hieiey, Administrator. 


The committee is of the opinion that a technicality does exist and by 
the removing of this technicality it will make available additional 
money for veterans’ loans. The subcommittee recommends that 
hearings on the bill be scheduled at an early date, and that the com- 
mittee act favorably upon the subcommittee’s recommendations. 
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AMENDING THE SERVICEMEN’s ReapJustTMENT Act TO PROVIDE 
FOR THE ACCEPTANCE OF A SUBSTITUTE BORROWER 


Under the present policy and procedure, if a veteran wishes to 
relieve himself. from further liability under his Veterans’ Adminis- 
tration guaranteed loan, at the time he sells his home, the buyer 
must refinance the sale and pay off the guaranteed loan in full. If 
the veteran permits the buyer to assume his guaranteed loan, then 
the veteran remains liable to the Government until the loan is paid. 

In the section on Defaults, Foreclosures, and Deficiency Claims, it 
will be noted that many veterans who have sold their homes, permit- 
ting the second buyer to assume their Veterans’ Administration 
guaranteed loan, now find themselves liable for a deficiency claim on 
the original loan. It is true that relatively few veterans find them- 
selves in this position; however, attention is invited to the fact that 
the program is a little over 10 years old and many of the loans had 
from 25 to 30 years to run, and defaults in the future may increase 
this “relatively few,’’ under consideration at this time. 

In order for a veteran to sell his home with a guaranteed loan and 
relieve himself from further liability thereunder, it is necessary that 
legislation be enacted authorizing the Administrator to accept a 
substitute borrower. The legislation should include provisions that 
when a veteran and the second buyer make application to the Ad- 
ministrator for the second buyer to be accepted as a substitute 
borrower, thereby relieving the veteran from further liability under 
the loan, the Administrator should accept the second buyer subject 
to the same credit restrictions and investigation as the original 
veteran purchaser. Under the plan the Administrator would make 
a credit check on the second buyer and if he found him acceptable, 
regardless of whether he was a veteran or not, he would advise the 
veteran that the second buyer was acceptable as a substitute borrower; 
however, if the Administrator found that the second buyer was not 
an acceptable credit risk, he would notify the veteran that the second 
buyer was not acceptable and warn the veteran that in the event 
he sold to the second buyer he would remain liable on the loan until 
it was paid in full. The legislation could operate on any current 
outstanding loan already transferred if the veteran and the second 
buyer jointly made application to the Administrator. It could not 
be retroactive to be of assistance to veterans in cases where there has. 
been a default or foreclosure. 

The subcommittee recommends that this matter be further. con- 
sidered with a view toward enactment of the necessary legislation to 
provide for the acceptance of a substitute borrower. 


We the members of the Subcommittee on Housing, authorized and 
directed to conduct studies and investigations of the loan guaranty 
program of the Veterans’ Administration, pursuant to House Resolu- 
tion 63 of the 84th Congress, 1st session, concur in this report. 


Ep Epmonpson, Chairman. 
GeorGeE A. SHUFORD. 
GrorGce H. CurisTroprHer. 
Wiuuram H. Ayres. 

Pui WEAVER. 
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